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I. INR OTION 

Historical Background 

Efforts to achieve Central American economic union, which began in the early 
1950's, constitute a continuation of a regional unification movement which dates 
back to 1821 when the area gained its independence from Spain. V.As of March 31, 
1962, the Central American integration program was being conducted under the
 
provisions of three separate treaties: 
 (1) the Multilateral Treaty of Central
 
American 
Free Trade and Economi Integration, signed in 1958 by all five countries 
and ratified by all but Costa Rica; (2) the Treaty of Economic Association, signed 
by Guatemala, El Salvador, and Honduras Febrzuin 1960, and in effect among
 
those countries since April 27, 
 1960; and (3) the General Treaty of Central
 
American Economic Integration, 
 signed by all the countries except Costa Ria
 
in December 1960, and in effect since June 3, 1961. 
 The Costa Rican regime which 
assumed power in May 1962 has expressed to the Permanent Secretariat of the 
General Treaty its intention to adhez e to that treaty. Since 1958, work has been 
progressing on the formulation of a common external tariff for Central America, 
and many uniform rates of duty already are in effect among Guatemala, El Salvador, 
and Nicaragua. Completion of a uniform import tariff for the participating 

countries was expected to be achieved during 1962. 

b/ Panama, whose territory was part of Colombia untLil November 3, 1903 has notbeen closely integrated into the tradition of regional union which has been coimonto the other five countries of the Central American isthmus. 
However, Panama has
been invited to participate in the current economic integration program forCentral America, and it has sent observers to the various conferences dealingwith the integration scheme. For other Palamanian participation, see Appendix X. 
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For almost 300 years before gaining its independence from Spain (152T-1821),
 

the area which now comprises the republics of Guatemala, El Salvadorp Honduras,
 

Nicaragua, and Costa Rica 
constituted part of the captaincy-general of Guatemala.
 

The captain general was represented in each of the provinces by a governor. 
During
 

this colonial period, the geographically isolated centers of population and culture
 

in each province developed intense localist sentiments which often produced
 

friction between the local authorities and those of the central government. Despite
 

this friction, it was only after the achievement of independence by Mexico that
 

a similar movement was sparked in Central America.
 

Both liberal and conservative elements took part in a declaration of Central
 

American independence from Spain in 1821. The conservatives feared a loss of
 

their prerogatives if the liberals obtained control of the government. 
The con

servatives, whose influence and privileges in Spain were being jeopardized by
 

the adoption of a new, liberal constitution, sought to salvage their position in
 

Central America by gaining control of its independence movement. i
 

The struggle between liberals and conservatives for control in Central America
 

produced a conservative revolt which, supported by Mexicen troops and with the
 

hasty approval of the municipal councils, brought the five.Central American
 

provinces into a short-lived union with Mexico (1822-23) under Iturbide:,.
 

Plan of Iguala. / When the politically ambitious Iturbide was driven from power
 

in February 1823, Central America separated peacefully from Mexico and sought to
 

establish a federation. Under the intellectual leadership of Jose Cecilio del
 

_/ Dana Gardner Munro, The Latin American Republics: A History_& New York,
1942, pp. 471-72.
 

_/ The Plan of Iguae.. of Februa-sry 21; -821, provided that Mexco shouldbecome a constitjtior*.j no-..archy ruled by a Bourbon prince selected by the Mexican"cortes". It also gi':.. . the .cosition of. rC .tbc.ic CI- -n(Thu. the maintenance
of Mexican independence, and. the establishment of racial equalLity. 
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Valle and the pnlitico-military leadership of Francisco Morazan, Central America 

was more or less unified as the United Provinces of Central America during the 

period 1824-38. The federal form of government that was adopted provided for a 

centralized executive, but with relatively autonomous regional governments. 

However, factional and regional dissensions so weakened the federation that 

Morazan's attempts to hold it together by force failed. Some 25 unsuccessful
 

attempts to achieve Central American union have occurred during the past century
 

and a quarter. j/ Certain of these efforts included casual provision for economic 

cooperation. However, the idea of political union dominated all of these uni

fication movements; virtually all of them fell short of full area participation; 

and in those cases where union actually was achieved, its duration was very 

brief. 

A review of Central America's history since 1821 reveals that unionist
 

sentiments were strongest in the weak republics 
of the region - El Salvador, 

Honduras, and Nicaragua; Guatemala favored unification only under its own hegomony; 

and Costa Rica, which by virtue of its geographic remoteness, had been successful 

in avoiding involvement in the internecine conflicts of the region, was largely 

separatist in its outlook. 
This attitude of Costa Rica was fortified by the fact
 

that its population differed ethnically from that of the rest of Central America. 

In Costa Rica, the Indians had largely disappeared during the early years of 

Spanish rule, and the country's industrious, individualistic European population 

of small landowners tended to hold separatist feelings with respect to the peoples 

of the other Central American countries. 

The political instability generated during the federal period unfortunately 

became a regional tradition which has carried over into the contemporary political 

1! Thomw L. Karnes, The Failure of Union: Central America, 1824-60. Chapel Hill; 
No. Car., 1961, p. 253. 
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history of these republics. Personal affiliations and group political alliances
 

and enmities formed during the federal period persisted long after the union
 

was dissolved; liberals and conservatives in most countries continued to support
 

their associates in the others.
 

The measures taken to unify Central America after World War II have had the
 
economic integration of the region aa their objective; political union has been
 
in abeyance. .1/ Personal, party, and local rivalries have militated against
 

successful political federation since independence. On the other hand, there
 
appears to be general.agreement on the part of Central American leaders that
 
economic unification is in the common interest and that, with the assistance
 
of external technical and financial resources, it may be achieved within a
 

five-or-ten-year period.
 

Regionalism and Economic Develomaent
 

What has been called the "revolution of rising expectations" has captured
 

the minds of men in nearly all countries of the free world since World War II.
 

This revolution has generated a two-fold awareness in the underdeveloped
 

countries, of (1)their inability to achieve desired economic goals solely by
 
their own efforts, and (2)the fact that foreign economic aid alone has not been
 
adequate to overcome such obstacles to their development as inadequate and
 
maldistributed incomes, small markets, lack of entrepreneurial skill and initiative,
 
inadequate capital formation, and political instability. Nevertheless, external
 
assistance is facilitating the development of improved transportation facilities
 

l/ Nevertheless, as recently as July 1961, the Guatemalan Minister of
Foreign Relations reportedly recommended that the Organization of Central American States (ODECA) be reorganized for the purpo.se of estabLishing a Federal
Union of Central America (Union Federal de Centroamerica . This recommendation
was made during a meeting at Tegucigalpa of the Mirnistezs of Economy and of Foreign
Relations of Central America and Panama. (Mexico, Banco IRacional de Comercio Exterior, S.A., Comercio Exterior de Mexico, August 1961, p. 493 (Spanish edition).)
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power installations, and communicationej systems in many regions of the world. 

Orderly economic growth is being sought through the establishment by governments
 

of regional associations for economic cooperation. These attempts reflect a 

determination to increase employment, productivity, and trade at rates higher than
 

the rate of population growth.
 

The current Central American effort to ectablish a common market represents
 

a pioneer venture in economic integration among the underdeveloped countries of
 

the free world. According to the UN Economic Commission for Latin America 

(ECLA), its purpose is "to overcome the limitations and obstacles to Central
 

American development arising from the limited resources and market expansion
 

opportunities which characterize the economy of every Central American State." .i/
 

Such development is to be accomplished by broadening the market, establishing
 

manufacturing plants capable of supplying the larger market, providing tariff
 

protection for Central American industries, improving public works (transporta

tion, communications, and power), and increasing agricultural productivity.
 

1/ United Nations, Economic Commission for Latin America, Central AmericanEconomic Integration and Development (E/CN.12/586), 28 March 1961, p.l. 
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II. ECONOMIC BACKGROUM OF 
CENMIAL AMICAN INTEGRATION 

This chapter contains basic information respecting the economies of the
 

five Central American countries (excluding Panama). 
It also discusses the
 

scope of the regional economic integration program and how the participating
 

countries hope to overcome, by joint action, those conditions which inhibited'
 

their econonic gmrdth. 

General Characteristics of the Economy
 

and Z, ulat ion "" 


The 
f~ve Central American countries have a combined area of about 170,000 
Qpre miles) v h is some4jat lArgex than thab of California. In 1960, their 

agegate popuation of nearly Ll million approximatad that of New FAg1azd and 

s slightly larger than tVaof Belgi=un. The rate of population increase during 
the decade 1950r.60 was Wrodtely 3.4% angually (about the highest rate in
 

tt world); diuing the 
r ert decade it is expected to decline to about 3% a
 
yea because 
of inczeasing urba4zation, rising family incomes, and opportuni

ties for students to remain in school for longer periods.
 

As Ihovn in Table I, the density of population varied markedly amoxt 
the
 

five coutr4cy,rrxng from 27 persons per square mile in Nicaragua to 319
 
in F1 Salvador; the regional average was 65 in 1960. 
Within these countries
 

th~e dittribution of population has been very uneven. 
Typically, there are a
 
fewr centers of population--usuiwly on the central plateau and at the major ports-
ajnd laxre, relatively uninhabited, areas between. An economic consequence of
 

roach scattred population centers in an area of mountainous terrain has been
 

high costs of marketing and transportation, even of locally produced goods, 
ad 
maldistribution of available resources among the various zones of particular
 

countries. 
As a corollary, border trade between neighboring areas of certain
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countries has been much more important to those areas than trade with more 

distant areas within the respective countries.
 

TABLE I.
 

Central America: Population, area and density

of population, 1960 and population growth rate, 1950-60 

Population : Density Population
Country 1960 : Area of : Growth Rate 

Pppulation : 1950-60 
:Inhabitants 

: Square : Per Square : Percent 
Thousands : Miles : Mile : Per Year
 

Costa Rica---------: 1,173 : 19,700 : 60 
 : 4.0
El Salvador --------- : 2,613 : 8,200 : 319 : 3.5

Guatemala----------- : 3,759 : 42,042 : 89 
 : 3.1
Honduras ----------- : 1,950 : 43,200 : 45 : 3.3
Nicaragua --------- : 1530 : 57,000 : 27 : 3.7 

Total---------- : 11,025 :170,142 : 65 : 3.4 

Source: Agency for International Development, Economic Data BoOk for the 
Countries of Latin America, (data issued when received).
 

The Central American market for commecial products is substantially
 

smaller than a population of 11 million would indicate, 
 since only about one

third of the people are in 
 the labor force 2/ and, in most of the countries a 

sizable proportion of the population lives either outside of or on the margin of 

the monetary economy. Only about 8.4 million, or some 77% of the area's popu

lation, possess effective purchasing power.
 

Labor Force
 

Within the five countries of Central America, there has been a very marked
 

urbanization trend over the past 15 years. According to an ECLA study of the 

relationship of urban population growth to per capita gross national product 

in Central America during the period 1945-55, the urbanization rate in Central 

l_/ Based on 1950 data.
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America, as in Latin America as a whole has borne a high direct correlation to
 

the per capita GNP. _/ This interdependence has been partly reflected by the 

large difference between the average productivity per worker in agriculture
 

and that in other types of economic activity. (Table II). More important,
 

however, has been the actual reduction in plantation activities which has forced
 

agricultural laborers to seek elsewhere for their livelihoods.
 

TABLE II.
 

Central America: Indices of productivity of labor,

by sectors, in Latin America and in selected countries of
 

Central America, 1950.
 

(Average gross product per employed person - 100)
 
: Latin : : 

Sector : America : Costa Rica : Honduras : El Salvador 

Agriculture--- : 
Mining---------- : 
Manufacturing--- : 

46 
410 
126 

: 
: 

81 
-

ll 

: 
: 
: 

74 
124 
112 

: 
: 

68 
224 
104 

Construction--- : 122 : 84 47 : 190 
Services and 

other--- -: 175 135 234 : 179 

Source: UN, ECLA, Economic Bulletin for Latin America, February 1957,
26; and UN Departmentp. of Economic and Social Affairs, Analisis y Proyecciones

del Desarrollo Economico: VIII: El Desarrollo Economico de El Salvadoz, 1959,
p. 47.
 

Inasmuch as the plantation (coffee, banana) workers usually earned sub

stantially more than other agricultural laborers, they could find--or expected 

to find--equal or better standards of living only in the urban centers. 2/ 

The urbanization trend has reflected largely a movement of agricultural labor 

into manufacturing and service activities (transportation, disbribution, 

._/ "Changes in Employment Structure in Latin America", UN, ECLA, Economic
Bulletin for Latin America, Vol. II, No. 1, February 1957, p. 16. 

2/ Although remuneration in mining has been relatively high, this industry
employs less than half of one percent of the total Central American labor force.
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domestic service, etc.). 
 ECIA has forecasted a continuation of the urbanization
 

trend through 1980 (Table III).
 

Thus far, the average annuml rates of industrialization of the Central 

American countries have been less than the rates of growth in population. Govern

ment development policies not only have failed to relieve unemployment originating 

in other sectors of the economy, but they also have been unsuccessful in providing 

a sufficient number of jobs to absorb the vegetative growth of the urban labor 

supply. I/ Increasing unskilled population and growing unemployment have inhibited
 

the development of factory production and to permit the continuation of inefficient
 

household industries.
 

TABLE III.
 

Central America: Distribution of the urban and rural po ul-tion
 
'by'country, in 1950 and projections through 190d
 

Item : Guatemala : El Salvador : Honduras : Nicaragua : Costa Rica 

Urban 

1950-----: 
1960-----: 
1970-----: 

25 
27 
30 

36 
40 
46 

: 

: 

31 
32 
36 

: 
: 

35 
38 
42 

: 
: 

33 
35 
40 

1980-----: 33 : 54 : 41 : 48 : 47 

Rural 

1950 : 75 : 64 : 69 : 65 67 
1960 : 7§ 60 : 68 62 65 
1970 : 70 : 54 : 64 : 58 : 60
1980 : 67 : 46 : 59 : 52 : 53 

Source: 
 UN, ECLA, Los Recursos Humanos De Centroajmerica, Panama Y Mexico 
En 1950-1980...(E/N. 12T548).. 
1/ See UN, Department of Economic and Social Affairs, Analisesy Proecciones del 
Desarrollo Economico: VIII: El Desarrollo Economico deEl Salvador.Mexico,1959, P.58
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Recent ECLA projections I/ of the Central American population and labor 

force through 1980 are shown in Table IV. The growth of population, at the
 

intermediate rates for each country 2, reflects the effects of increased edu

cation and urbanization, with resulting smaller families. The labor force, 

especially the nonagricultural sector, expected to increase more rapidly than 

the total population (see Tables IV and V).
 

l/ The study was prepared for the ECLA by Louis J. Ducoff of the Economic
 
FResearch Service, U.S. Department of Agriculture, Technical Assistance Program

of the United Nations. 

2/ The annual average growth rates used to project population growth between
 
1950 and 1980 are as follows: 

Intermediate High Low 

Costa Rica-------------- 2.66 3.16 2.19 
El Salvador------------- 2.19 2.69 1.73 
Guatemala---------------- 2.43 2.95 1.94 
Honduras----------------- 1.99 2.47 1.54 
Nicaragua--------------- 2.43 2.94 1.95 
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TABLE IV.
 

Central America: Population and labor force, b;Z country, 1950 and
 
projections through 1980
 

Item : Guatemala El Salvador: Honduras: Nicaragua: Costa Rica: Total Central America 

Total population:
 
1950----------------- : 2,802.4 : 1,855.9 : 1,428.0 : 1,057.0 : 804.8 : 7,948.1

1955----------------- : 3,145.9 : 2.076.3 : 1,566.9 : 1,196.5 : 923.9 : 8,909.5

1960----------------- 3,542.2 : 2,321.3 : 1,726.8 : 1,354.0 : 1,058.4 : 10,002.7
1965----------------- : 4,001.5 : 2,5L9.6 : 1,906.5 : 1,529.1 : 1,208.1 : 11,234.8
1970----------------- : 4,525.4 : 2,877.C : 2,105.7 : 1,718.9 : 1,373.7 : 12,600.7

1975---------------- : 5,111.2 : 3.195.0 : 2,328.1 : 1,930.8 : 1,558.7 : 14,123.8
1980----------------- : 5,759.4 : 3,555.8 : 2,576.6 : 25172.1 : 1,768.3 : 15,832.2 

Ibor force: 
195 ----------------- : 919.5 : 653.7 : 5o8.6 : .351-3 : 277.5 : 2,710.6
 
1955------------------- : l 047.9 : 727.3 : 556.7 : 398.5 : 316.8 : 3,047.2
1960----------------- : 1,191.4 : 810.9 : 620.6 451.4 : 361.7 :: 3,436.0
1965----------------- : 1,351.1 : 912.5 : 701.3 : 511.9 : 414.8 : 3,891.6
1970 ----------------- : 1,534.5 : 1,039.7 : 792.0 : 588.2 : 477.9 : 4,432.3
 
1975 ----------------- 1,747-9 1,178.9 : 893.4 :
: : 673.7 : 549.7 : 5,043.6
1980 ----------------- : 1,993.2 : 1,328.8 : 1,006.1 : 764.8 : 627.7 : 5,720.6 

Ratio of labor force to : : 
total population: : : 

1950-------------------- : 33 : 35 : 36 : 33: 35 : 34
 
1980------------------- : 35 : 37 : 39: 35: 36 : 36 

Annual rates of growth, : : : : : 
1950-1980: : : : :
 
a) in total population-: 2.4 : 2.2 : 2.0 : 2.4 : 2.7 :

b) in labor force----- : 2.6 : 2.4 : 2.3 : 2.6 : 2.8 :
 

(a) Agricultural----: 2.1 : 1.3 : 1.9 : 1.9 : 1.8 
(b) Nonagricultural-: 3.6 : 3.7 : 3.9 : 3.8 : 3.7 : 
Sore : ie nete hUN bin. 


Source: UN, DOIA, E/ON, 12/54b 1960, pp. 52-55. Data are for the intermediate projection, i.e. neither the 
high nor the low rate was used. The labor force data for Honduras were adjusted to compare with the defini
tions employed in the other countries. 



TABLE V. 

Central America: Distribution of the labor force 
among agricultural and nonagricultural employments,

by countrr,1950 and pro ections through lb80. 

(In percentages) 

Year : Guatemala : El Salvador : Honduras : Nicaragua : Costa Rica 

Agricultural employment 

1950-------- : 
1955-------- : 
1960-------- : 
1965-------- : 
1970-------- : 
1975-------- : 
1980-------- : 

68.1 
66.8 
65.4 
63.8 
62.1 
60.0 
57.8 

: 
: 
: 
: 

: 

63.1 
61.2 
59.3 
56.4 
53.4 
49.4 
45.4 

: 
: 
: 
: 
: 
: 
: 

83.1 
83.0 
81.8 
80.2 
78.5 
75.8 
73.0 

: 
: 
: 
: 
: 
: 
: 

67.7 
66.2 
64.7 
62.8 
60.8 
57.8 
54.7 

: 
: 
: 
: 
: 
: 
: 

54.7 
54.0 
53.3 
50.7 
48.o 
44.4 
40.8 

Nonagricultural employment 
1950-------- : 
1955-------- : 
1960 --- -: 
1965--------- : 
1970-------- : 
1975-------- : 
1980-------- : 

31.9 
33.2 
34.6 
36.2 
37.9 
40.0 
42.2 

: 
: 

: 
: 
: 
: 

36.9 
38'8 
40.7 
43.6 
46.6 
50.6 
54.6 

: 
: 
: 
: 
: 
: 
: 

16.9 
17.0 
18.2 
19.8 
21.5 
24.2 
27.0 

: 
: 
: 

: 
: 
: 

32.3 
33.8 
35.3 
37.2 
39.2 
42.2 
45.3 

: 
: 
: 
: 
: 
: 
: 

45.3 
46.0 
46.7 
49.3 
52.0 
55.6 
59.2 

Source: UN, ECLA, g/CN. 12/54, 1960, p. 51. 
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As a consequence of this situation, substantially expanded opportunities of 

large-scale employment are needed. In this connection, the integration program 

will have to provide for shifting surplus labor from areas of scarce employment 

opportunities to those offering better prospects. The size of the task will be 

substantial indeed; according to an ECLA-sponsored study, for every male worker 

leaving the Oemal American labor force, three replace him. (Table VI) 

According to the population expert, Louis J. Ducoff, unless the eco

nomic development of the Central American countries were to be accelerated 

during the decade 1960-1970, the problem of surplus labor would become even more 

acute than it did in the preceding decade; declining death rates aid better health 

conditions would tend to reduce the number of departures from the labor force.i/ 

The prospect of an increasing surplus labor force in Central America 

has raised serious questions as to the amounts of investment and ypes of 

technologies to be applied if the labor force were to be efficiently employed. 

It remains to be seen whether labor-intensive activities will receive priority 

in national and regional development plans, and whether sufficient government 

funds for education and health programs will be forthcoming to increase the 

productivity of the labor force. 

Y This would be only partially checked by increased school registrations and 

the anticipated lengthened periods of study for persons in the 10 to 14-year age 

group. 
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TABLE VI.
 

Central America: Estimated replacement rate of the male
 
labor force, aged 15-69, by country, a.950-1960 

_ _ (In thousands) 
: 
__ 

Number : Number : Number 
: men aged : of additions : leaving : Replacement


Country 
 : 15 to 69 : during the : during the : coefficient _/ 
in 1950 : decade : decade 

Guatemala--------- : 783.5 : 345.6 : 130.2 : 2.66 

El Salvador------- : 
 512.8 : 233.7 : 72.8 : 3.21 

Honduras.--------- : 385.4 : 166.3 
 : 68.8 : 2.42 

Costa Rica-------- : 213.5 : 
 104.0 : 27.3 : 
 3.83
 

Nicaragua----: 277.-0 
 : 142.0 : 44.5 
 : 3.19 

2,177.2 : 991.6 : 343.6 : 2.89 

_/ Additions to the labor force divided by the number leaving it during thedecade. 
The result shows the number of laborers entering per worker leaving

through death or retirement.
 

Source: 
 UN, ECLA, Los Recursos Humanos De Centroamerica, Panama Y Mexico En 
1950mL980, y-.sus relaciones con algunos aspectos del desarrollo economico 
(E/CN. 12/548),l 1960, p. 76. 
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National income and its distribution 

In 1960, the total value of goods and services produced in Central 

America amounted to $2.3 billion. The accompanying level of dconomic activity
 

provided an income approximating $200 per person--a level roughly one-tenth of the 

average in the United States. The distribution of total and per capita national 

product by countries in 1960 was as follows; 

National product 
(million Per capita 

Country dollars) pro duct 

Costa Rica --------------- 487 $406
El Salvador -------------- 510 195 
Guatemala----------------- 613 163 
Honduras ------------------ 377 192 
Nicaragua --------------

Total or average-. is 

The distribution of the national product compared with that of the 

labor force (Table VII) reveals the very low productivity in agriculture 

(including pastoral and forest activities), the major sector of the Central
 

American economy. Although 69 percent of the labor rorce was employed in 

agriculture, they produced only 46 percent of the gross national product (GNP) 

in 1950. By contrast, the 14 percent of the labor force engaged chiefly in 

construction and service activities (other than commerce, transportation, and 

communications), produced 22 percent of the GNP.
 

Even among the gainfully employed population, the uneven distribu

tion of income--which characterizes all the Central American economies--has 

restricted the kinds and quantities of comodities that could be sold. Inas

much as any significant increase in the aggregate income of any of these 

countries accrues largely to a minor share of the entire population, and since 

this small sector of the population tends to spend its incremental income on 
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imports, the growth of national markets for domestic manufactures is limited. 

In El Salvador, for example, where the disparities in income are probably wider 

than elsewhere in Central America, in 1950 less than eight percent of the 

families were the recipients of more than-half of the country's gross national 

product. _/ 

1/ United Nations, Technical Assistance Mission, Suggestions for the Development
of El Salvador, 1953. 
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TABLE VII. 

Central America: Distribution of the labor force and the
national income, by countries and economic sectors, 1950 2/ 

(In percentages) 

Activity I : Regional: Costa Rica El Sal:vador : Guatemala : Honduras: Nicaragua : total 

de Estadistica, Sexto Ceso de 

Agriculture:
Population------------------------ 55 

: 
63 

: 
67 : 83 

: 
68 69 

Income --------------------------- 44 45 : 46 : 53 : 41 46 
Manufacturing: : : : 

Poptlation---------------------
Income .........- : 

11 
13 2 

11 
15 

: 
: 

12 
20 

6 
9 2 

21 
14 

11 
16 

Commerce: 

Population------------------------. Po..uai ..-n. 
Income ........- -

: 
:8 

12 

: 6 

18 

: 
: 

: 

4 
9 

! 

: 

1 

9 

: 

: 

5 
U 

2 4 
12 

Transport and communications: 
Population --------------------

: 
: 4 

: 
: 2 

: 
* 2 

: 
1 2 £ 2 

Income ............ 
Other: : 

5 : 

: 
2 : 5 

: 

6 : 

2 

4 : 

2 

4 

Population------------------------
Income ------------------------ : 

22 
26 

18 
20 

2 
: 

15 
20 : 

9 
23 

: 
: 

14 
30 

: 
: 

14 
22 

Population data are taken from the 1950 census. 
Source: U.S. Department of Commerce, Investment in 
country data shown in that study; and Republica de 

Central America, 
Guatemala, Direccion 

Washingtonj 
General 

D. C., 1956, P. 14, individual 

Poblacion., Abril 18 de 1960. p. 231 



This unequal disbribution of income has been one of several factors that 

have restricted industrcl production in the five countries to a few small

scale operations supplying essential consumer goods for the low-income portion 

of the population (clothing, and other textiles, shoes, beverages, matches,
 

tobacco products, and the 
like) and has inhibited the development of industries 

producing mantuactured products for export. The high-income groups have preferred 

to obtain many of their consumer goods, including most luxuxries, by importation,
 

because of the superior quality and wider variety of the imported products or
 

the "status" indicated by possession of such 
 items. Since "economies of scale" 

(i.e. cost advantages of large-scale production and.marketing) are rarely achieved
 

under circumstances governing most manufacturing activities in Central America,
 

and production costs, especially capital costs, are high, there has been a
 

tendency for prices of domestically produced items to approximate the high prices
 

of competitivwe imports. Competition from imports has often been restricted by
 

high tariff dut:Les, as well as by cumbersome customs procedures.
 

Despite the existence of a captive market in Central America--consitting of
 

the majority of the population unable to afford imported goods--the entry of new
 

firms to supply this market has been 
very slow. The small populations of the
 

individual countries, combined 
 with the low average incomes of the people as a
 

whole, have created a situation wherein 
one firm or a few small producers are able 

to supply the limited demand for their products. Competition is usually found 

among sellers of imported goods, since profit margins for these items are so high
 

that some bargaining between merchants and consumers is possible.
 

A further limitation on the development of local manufacturers in Central 

America is the widespread practice of granting duty free import privileges to con

cessionaires (companies, institutions, or individuals). Although the raw materials
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bases for certain industries exist in the respective countries, the supply of
 

duty-free imports entering by virtue of these conceasions is believed to have
 

effectively prevented the establishment of many such industries. Examples sug

gested by the Honduran experience are shown in Table VIII. In 1960, duty-free 

imports entering Honduras under concessions constituted about one-fifth of the 

total c.i.f. l/ value of imports. 

_/ Cost, inaurance and freight. 

19
 



TABLE VIII. 

Honduras: Share of selected imports entered free of duty by special concession, 1957
 

Duties paid
:Value :Co:modity 

: 

:: 

: 


Cookies of all kinds--------------------------- : 

Cottonseed oil---------------------------------- : 
Chiclets and other chewing gums----------------
Prepared paints -------------------------------- :Prepared cattle and horse hides, n.e.s.---------: 
Boxes, chests, crates, barrels and kegs for 

packing, and similar wooden'items, assembled 
or not, or partially assembled (including
match boxes ----------------------------------

Ropes, cords, and cables of whatever 
textile fiber--------------------------------

Bags and sacks for packing, new or used, of 
whatever textile fiber, with orwithout printing-----------------------------

Construction materials, n.e.s., of asbestos,
(including wood shavings and sawdust), 
cement, gypsum, asphalt, vegetable fibers,
mixed with 

: 

: 

cement, gypsum, asphalt or other
mineral aglutinants; granulated 

: 
marble mixed :

with cement, and other nonmetallic materials,:
crude including mixed, such as fibrocement in:the form of bricks, paving tiles, roof tiles,:
columns, tubes, and other similar con
structionfo------------------------------: 

.j Less than $500. 
Source! Based on offi , .- zP--. 

: Ad Dutiesof : Amount : valorem : exempted 
Imports : : equiva- : from payment 

: lent 
1,000 1,000 
U.S. 
 U.S.
 

dollars dollars: Percent
170 38 23
 

48 1 2 23
145 35 24 
352 : 86 : 24 74 
461 : 1 : : 63 

: : 

3 : 
552 9 2 19 

129 

470 : 11 2 : 559
 

237 : 12 : 5 : 24 



Although the elimination of duty-free import privileges might result in 

somewhat higher production costs in the export activities (the principal bene

ficiaries) of these countries, a careful investigation would be required in 

order to determine how significant the cost increase tight be compared with the 

presumed advantage to be gained from increasing industrialization and stimu

lating fuller utilization of the region's resources. Wages and employment in 

the export sector (ifthe Central American economies have generally been higher 

than those in other sectors, so that moderate price increases in consumer goods 

might not seriously affect the standard of living of persons engaged in pro

duction for export. 
To the extent that efficient local industries were 

established as a result of wider market opportunities, the actual increase in 

cost to the concessionaries would be slight. 

Capital formation 

The rate of gross capital formation in the individual Central American 

countries moved within narrow limits during the past decade, but showed a 

tendency to decline somewhat since 1956 (Table IX). 
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Central America: Relation of gros car;.it]a.]. , tr
to gross national product, by coutry,_i95Q:39 

(:In percent of gross national product, at cAreni mrket pr-('.cs
 

Year : Costa Rica :,4. Salvador 
 : HGotema.la-onrdursar 

1950--------- 18 11 1141951-------- 131952 
25 11 I6/-------- 20 12 : 8 19L/1953--------
: 22 : 13 9 1-71954-------- : 21 9 1 1/15 

195--------21 
 1.6 
 110
1956---------
 22 
 20 15 : 13 _/i951--------- 20 
 17 9 i :1958---------- 17 /15 15 131959---------:-18 615 i 13 6'
 

i/ Not available.
 

Source: UN, ECLA, 
 Economic Bulletin forLaiL- .merij(c 
7 Po,October 1959, Voj. N1 2",pp. 63-64; Agency for Internationai Deve.loprfin, Lo.omi.[aBook for the Countries of Latin America; and N, ECLA, Frc-Ank.-. Si:- Pdel Desarrollo Economico: 
VIII. El Desarrolloo Ecoomico de El Savador,Mexico, D. F., 1959, 6P.3 , Table .23.
 

In rMa.9a years, 
 the Central American couiitrie& have re,-c, r',i.ed he impera.
tAlve need for aeveloping ar ente2Vr~sing entr.0rety.ja] gro.p i c: mr '. 
inrease Ithe rate of domestic capital formation, Th= de:.op!r.-. s' .U_ . 
is expected not only to generate increasing Jr:,:esr.meru .frciocu) oufrc., Lwt. 
to attract foreign capital as well.. Up to no'w, the entreren~u.rv.: .L group ha; b&.-n 
small and the bulk of domestic private investment. has been ne.,e hy ;,'ealrhy ' w'.
holders who hav-e selected the most proiLising a-d .east -r-s • sEL.s*' o i tri-Jr 
respective countries usually for small-scale irrestteu-;s, wh..1- bte ot'OIk 
their liquid funds has beer, invested or deposited abroad,
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Banking facilities in Central America have been grossly inadequate for
 

financing activities other than agricultural production for export. 
Medium

and long-term credits have been extremely difficult to obtain in the five
 

countries, and have been granted in the main to a sm&ll preferred group whose
 

tangible assets or political influence has made such loans bankable from the
 

viewpoint of Central America's credit institutions.
 

As is characteristic of countries in the early stages of economic develop

ment, there has been in Central America an increasing tendency for the major
 

share of gross investment to go into building construction rather than into the
 

acquisition of machinery and equipment. 
Statistics available for Honduras for
 

theeyears 1950-55 show that investment in machinery and equipment accounted for
 

less than 30 percent of total investment during that period, whereas the remain

der went into construction activities. Moreover, about 40 percent of the afore

mentioned 70 percent that went into construction went into buildings--residential
 

and nonresidential--while only 30 percent of it went into "other construction
 

and works." 
 The shortage of risk capital, i.e., capital for investment other
 

than in real estate, has played an important role in impeding industrialization
 

in Honduras, and this has been true to a greater or lesser extent in the other
 

Central American countries as well.
 

Given their limited capital resources and slow rate of capital formation,
 

the five countries must maximize the short-run effects of investments on their
 

economic development if they are to generate a higher rate of capital formation
 

in the long run. The Central American states and the United Nations Economic
 

Commission for Latin America (FCA)believe that these goals may be accomplished
 

best by an integrated regional development program. According to ECLA, "Such
 

a view presupposes that each country has formulated its national development
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that a high degree of coordination in the matter or 
plans as a coordinated whole, 

economic policy will be gradually evolved... 
The coordination of plans and pro

grams Nrill not mean that the tempo of development 
in the different countries will
 

but merely that activities in
 .... 

be subordinated to plans for the area as 

a whole 


the various sectors will be concerted so 
that public and private investments
 

are made in the right form and (at) the 
right time, thus affording their maximum
 

possible yield." I/ The development of roads, highways, airfields, 
electric
 

power installations, communications, and 
similar facilities, the avoidance of
 

competition through specialization of production 
and a balanced distribution of
 

new industries, provision of adequate and 
uniform tax incentives, and the
 

establishment of regional institutions for 
financing and granting technical
 

assistance to projects of a regtonal nature, 
are part of a projected unified effort
 

to overcome the problem of inadequate capital 
formation.
 

Aricultural, pastoral, forest, and fishing industries
 

Agriculture, together with the pastoral, 
fishing, and forest products
 

For the
 
industries, is the mainstay of the five 

Central American economies. 


area as a whole these indastries employ 
more than 60 percent of the labor force
 

and, although their relative contribution 
to the gross national product declined
 

in recent years, in 1960 they still contributed 
nearly half of the region's
 

Central America traditionally has depended 
upon exports of agricultural
 

total. 


products (chiefly cofLfee and bananas) for 
the bulk of its foreign exchange
 

As a corollary, the processing of agricultural, 
pastoral, fishery,
 

earnings. 


and forest products has offered a base 
for Central American industrial develop

ment; moreover, the best prospects for diversifying 
its exports lie in the
 

c meat, lumber, and seafood.
 
increased output of such primary products 
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Within the agricultural sector of the Central American economy, three types 

of activity may be delineated; (1) Peasant farming, based on the cultivation of 

corn and beans on marginal lands unsuited to coffee growing; (2) small-f'rm cul

tivation of commercial crops (including coffee, cotton, sugarcane, sesame, rice, 

citronella and lemon grasses, and hard fibers, and the raising of livestock 

(especially cattle); and (3) plantation agricultureF principally the cultivation 

of bananas, in the tropical coastal areas of Guatemala, Honduras, and Costa 

Rica. The plantation type of agriculture is controlled largely by the two U.S.

owned fruit companies which started their operations in Central America around 

the turn of the twentieth dent=n'. These companies also grow cacao, African oil 

palm, and coconuts in one or more of the countries.
 

Despite the preponderant importance of agriculture in the economy of each of 

the five countries in the area, the industry is characterized by very low
 

productivity (particularly in the nonexport crops), improper utilization of 

land and manpower, and high transportation and marketing costs. In all these 

countries except El Salvador, where agricultural land is at a premium, relatively 

small proportions of their total area are suitable for agriculture underuthe 

exitting state of the arts in the region.
 

Statistics compiled by the Agency for International Development (AID) show 

(Table X) that the proportions of total land area suitable for agriculture, in 

1960, were: ElSalvador, 58 percent; Honduras, 25 percent; Guatemala and Costa 

Rica, 19 percent each; and Nicaragua, 10 percent. No reliable data on the acreages 

actually under cultivation are available for recent years. On a per capita. 

basis, available agricultural land in 1960 amounted to 4 acres per person in 

Honduras, 3 acres in Nicaragua, 2 acres in both Guatemala and Costa Rica, and 
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1 acre in El Salvador. In all five countries a large proportion of the farm 

land has been held by a small percent of total farm units, as shown in the fol

lowing tabulation: 

Percent of Percent of 
total farm land
Country 
 farm-its held 

Costa Rica----------------- 0.2 35
 
El Salvador----------------
 .1 20Guatemala------------------
 .2 
 41
 
Honduras--------------------
 .1 
 21
 
Nicaragua------------------
 - 7 33 

Crops.--According to studies made for ECLA, the condition of self-suf

ficiency in staple foodstuffs (rice, beans, and corn) which characterized the
 

Central American area through 1953, in subsequent years had changed into a
 

situation of chronic shortage and declining availabilities per capita. As a
 
result, Central American imports of' food supplies from outside the 
area had 

increased. 
Although excessive rainfall was primarily responsible for creating
 

shortages during the years 1954-57, such shortages were also attributable to a
 

lag in the application of agricultural technology (manual sowing; faulty irri

gation and crop rotation practices; use of unimproved seed; inadequate appli

cation of fertilizer and insecticides) resulting partly from the fact that these
 

.food crops generally are grown on small tracts (under 12 acres each). Con

sequently output per farm has been under 3 
 tons for any of these crops. The 

ECLA technicians recommended that increased output should be sought primarily 

in the application of technology and improved methods of cultivation, and
 

secondarily through increases in the acreage under cultivation. _
 

El Abastecamiento de Granos en Centroamerica y Panama, (E/CN.12/CCE/II9),
 

14 April 1958/
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MA.BI XQ 

Central America: Agricultural land in relation to total area, by country, 1960 

Country 
: 

Area : AgrlcultuLral 
land: 

: Percent 
of " 

Acres 
per 

: 
• 

Main agricultural 
and pastoral 

(in square 
miles) 

(thousands 
of acres) 

: 
: 

(thousands 
of acres) 

: 
: 

total 
area 

: capita : products 

Costa Rica ----- 19, 700 12,608 1 2,396 19 : 2 z RAMnas, coffee, cocoa 
= : sugar, cornj rice 

EL Salvador----: 8, 200 5,248 : 3,044 58 1 
: 
: 

and be-ins; cattle 
Goffee, cotton, 

: sesame, balsam, 
corn., sorghum, beans, 

: sugarcam, rice. and 

Guatemal.a---: 42,042 26,90T 5,078 19 : 2 
: 
: 

henequen.
Coffee, bananas, corn, 

" : beans, wheat, rice, 
: sugarcane, pota-

Honduras 
: on:u:

43,200 27,648 : 6,912 25 
: 

I4 
: 
: 

toes;
Coffee, 

dairy products
bananas, 

S" •abaca, coconuts, 

•" : 
corn, sugarcane, 
sorghum, and beans; 

Nicaragua-----: 57,000 : 36,480 : 3,648 : 10 3 
tobacco; & livestock 

: Cotton, coffee, sesame, 

" 
-
: 

sugarcane, rice, 
beans, sorghums, 

corn, 

Ttal-.....: 170,142 
"__ 
: 108,891 

__ 

: 21,078 
__ 

: 19 
__ 

: 2 

cocoa, yuca, 
and bananas. 

tobacco, 

Source: Agency for International Development, Economic Data Book for the countries of Latin 
America 



According to ECIA findings, increased demand during the 10-year period 

ending in 1966 would be basically a function of population growth; Central Ameri

can demand for rice, corn, and oeans is relatively inelastic with respect to 

both price and income changes and there is considerable resistance to accepting 

other commodities as substitutes.
 

ECLA projections for the years 1958-66 forecast a regional surplus by the
 

end of that period in all major food crops cultivated in the area (Table XI). 1/ 

By 1966, Costa Rica and Guatemala were expected to have shifted from net importers 

to net exporters in these grains. Only El Salvador, with its scarcity of land, 

was to remain a net importer but its supplementary requirements for andcorn 

beans were expected to be supplied easily by imports from its traditional sup

pliers, Honduras and Nicaragua; these two states are also the traditional
 

grain exporting countries in the region.
 

The proposal that Central America's grain (including bean) requirements be 

met from regional production appears to be technically and economically feasible. 

The major problems are those of (1) increasing the output of commercial agri

culture, since a large number of small farmers produce only for their own
 

consumption; (2) getting the available supplies to market, since lack of adequate
 

transportation facilities has resulted in-a large loss of output; 
 (3) developing 

adequate storage and distribution facilities so that farmers may obtain a 

reasonable return for their labor; and (4) achieving greater specialization of
 

production in those grains which are in short supply. 
These problems are being
 

studied by ECIA, which has the objective of transforming Central American agri

culture into a single productive unit in the world market and coordinating its
 

_/ ECLA technicians include beans along with rice and corn in their dis
cussion of grains; actually beans are legumes and not grains.
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TABLE XI. 

extral America and Panama: Projected output, trade, and requirements i/

for corn, beans and rice, (assuming reginnal self-sufficiently in these
 

commodities) 1966
 

--(In thousands of metric tons)
 

Country Corn 
 Beans 
 Rice
 
: Net : Require- : : Net : Require- : : Net : Require

.:0gtput : trade : ments : Output : trade : 
 ments : Output : trade : ments
 

Costa Rica ---------- 93.7 : 
-9.9 83.8 : 19.7 : -0.8 ; 18.9 : 39.7 : -3.0 : 38.7
,Guatemala....... - 85.O : :
522.2 : .- 437.2 
 34.0 : -1.3 : 32.7 14.4 : -0.2 : 14.2
El Sa~aor-----. : 168.0 : +11.4 179.4 : 32.1 : +8.4 : 40.5 ; 33.5 r -0.4." 33.1Honduras----------
 251.6 : -54.6 197.0 : 31.1 : -7.8 % 
 23.3 : 15.4 -o.,4: 1-5.0

Nicaragua-----------: 188.1 : -52.0 1 6.1 : 45.3 : -3,5 : 41.8 : 24.2 : 7:
St&total - :1,223.6 :-190.1 :.1,033.5 : 162.2 : 

07.5
 
-5.0 : 157.2 : 127.2 -2.7 :124.5
 

PPan .. :-----------
91.6: -19.1: 72.5 : 9.3 : ---Q4 : 8.9 : 79.7: 
 -4.6: 75.1
Total----------- :1,315.2 :-209.2:/1,106.0 171.5 : 
-5.4 : 166.1 : 206.9 : -7.3 : 199.6
 

I/ The projected population and per capita availabilities in 1966 are as follows:
 

Cbuntry" Population : Quantity per capita g/ Including 210.0 metric tons 
C orn ? Beans ! Rice: for animal feed 

3/ Includes 250.0 metric tons
 
: k : kg. for animal feed
Guatemala----------- : 4,302,551 :b4.8:7- 6: 3.3El Sa] vador---------. 2,757,155 : 5,5 : 14.7 12.0 

Honduras------------ : 2,022,007 : 80.2 : 11.5 : 7.4
 
Nicaragua ----------- : 1,643,885 : 62.6 : 25.4 : 14.3
 
Costa Rica---------- : 1,293,374 : 37.8 : 14.6 : 29.9 

Total------------- : 68.5 : :12,018,972 13.0 
 10.3 

Source: E/CN.12/CCE/119, 14 April 1958, pp 27,34,92,105,111.
 
Note: 
 For net trade, net exports take.a minus sign and net imports take a plus sign
 



trade policy. l
 

Undoubtedly, difficulties will be efcountered in attempting to channel 
the activities of large numbers of amall growers ("la Pobl~cion Minifundista".) 
into specialized crop production and to change their methods of cultivation,
 
As the small farmers generally hF.ve little access to the banking system, credit
 
policy probably would not be a very useful tool for this purpose. On the other 
hand, land distribution could provide an effective lever for changihg production 
habits, provided such distribution were accompanied by programs of education
 
and demonstration, and offers of credit contingent upon the grower's compliance
 

with specified conditions.
 

Pastoralproducts.--Cattle raising, although an established part of Central
 
America's agricultural economy, has suffered from improper utilization of the
 
available grazing lands and inefficient animal husbandry practices. 
Calf
 
mortality has been high and the animals have suffered not only from inadequate
 
feeding, especially during the dry season, but also from tick 'and disease in
festations. 
 With the help of United States and other foreign technicians, in
 
recent years steps have been taken to remedy this situation. 
Considerable
 
progress has been made in the establishment of slaughterhouses and milk plants,
 
often with foreign capital invested by owners interested in the export market.
 
The growth of such investment, combined with the need to provide products
 
acceptable in foreign markets, and reinforced by possible improvements in the
 
local diet as incomes rise, may be expected to exert a salutary influence on
 

the Central American livestock industry.
 

Lumbero--Lumbering is of considerable economic importance to Central
 
America. 
With the exception of El Salvador, more than half of the region's
 

"Central
'/ American Economic Integration Programme: 
Evaluation and Prospects',
in UN, ECLA, Economic Bulletin for Latin America, Vol. IV, No. 2, Oct. 1959., 
p. 41.
 

30 



land area is covered by forests, located chiefly on mountains bordering the
 

Caribbean Sea and in valleys of rivers leading into the Atlantic Ocean. 

Although many parts of Central America are covered with tropical rain
 

forests, the scattered distribution of individual hardwood 
timbers and their 

inaccessibility have inhibited wide comercial exploitation. 
Nevertheless,
 

exports of mahogany and Spanish cedar l/ from Honduras and Nicaragua have long 

been important to the trade of those countries, and the pine forests of Honduras
 

may some day provide the raw materials for a sizable pulp and paper industry. 

Fishery _products.--In recent years, interest has been shown in developing 

fish-freezing and fish-canning plants in Central America. With its long coast

lines on the Caribbean Sea and the Pacific Ocean, Central America is afforded
 

adequate opportunities for exploiting 
 seafood resources. The possibilities
 

for shrimp fishing and exportation are particularly good, as was evidenced by
 

the sharp rise in U.S. imports of shrimp from Central America from 43,000
 

pounds in 1954 to 3 million pounds in 1959.
 

Mining Industries
 

Although of major importance in the colonial period, mining in 
 Central 

America has become relatively unimportant in recent decades. 
It employs a
 

small part of the total labor force and contributes minor amounts to the gross
 

product of the region. 
Central America's output of minerals therefore is
 

small; in general, known deposits are being worked 
at increasing costs to pro

ducers. The principal mining countries the are
in area Nicaragua and Honduras, 

and the principal metals produced are silver, gold, lead, and zinc. Virtually 

all of the output of these metals is exported.
 

Other metal and mineral deposits are known to exist in Central America; for 

Spanish cedr (Cedrela )is' a detiduous hardwood and is different fromthe several evergreen softwoods temperatein North America which are termeditcedar". 
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some the location and reserves have been studied by U.S. Government geologists.l/ 
These deposits include antimony, chromite, copper, iron ore, manganese, mica, 
and some radio quartz. Sizable deposits of raw materials for the construction
 
indstry, (e.g, gypsum, limestone) also have been found in various parts of 
Central America, but they have not been exploited to an appreciable extent. In 
general, much still needs to be done in surveying and mapping the area's mineral 
deposits. Moreover, substeatial improvements in land transportation facilities 
will be required to make their exploitation feasible.
 

In recent years, 
 explorations for petroleum have been made in Guatemala, 
Honduras, 8J.d Costa Ricai: The like4. zones are remote and dlff$p.u4 ofv access 
and by 1962 no major deposits had been discovered. Nevertheless, interest con
tinued in both petroleum exploration and refining as an import-substitutive
 

industry.
 

Manufacturing industries
 

Manufacturing in Centrbl America consists largely of processing local
 
agricultural products, together with imported raw materials, into consumer 
goods. Since the local agricultural products for the most part are similar in
 
all five Central American states, 
 their industries tend to be similar to one 
another. 
The small size of the market in each country and a lack of specializa
tion in their manufactures has resulted either in local establishments operating
 
at less than capacity, 
 or in construction of plants too small for lowcost 
operations. In either case, to assure their survival, a substantial degree of 
assistance has been granted--usually in the form of high import duties, exempt .is 
from duties on imported materials and equipment required in the manufacturing 
process, or other special tax and foreign exchange benefits.
 

_/ Ralph J. Roberts 
and Earl M. Irving, Mineral Deposits of Central America,
Geological Survey Bulletin 103, 195T. 
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Manufactures which are typical of the entire region include beer and 

aguardiente(croae rum); bakery products; dairy products (including ice cream); 

soft drinks; cigarettes and other tobacco products; leather footwear and other
 

tannery products; refined sugar; matches; soap and candles; vegetable fiber 

products; sawmill products; wheat, corn, and rice flour; cement and cement 

products; clay bricks; and graphic arts products. In addition to the foregoing, 

a certain amount of specialized production is found in the area. For example, 

there is a tire factory in Guatemala; a paper-bag and a plywood factory in 

Honduras; a pressed-wood plant in Nicaragua; and there are one or more soluble 

coffee plants in El Salvador. 

Industries in Central America are concentrated about the capital cities
 

and a few other areas where transportation and electrib power facilities make
 

their location feasible. The principal industrial centers are as follows: 

Country Industrial Centers 

Guatemala Guatemala 
Quezaltenango 

El Salvador San Salvador 
Santa Ana 
San Miguel 

Honduras Tegucigalpa 
San Pedro Sula 

Nicaragua Managua 
Leon 
Granada 

Costa Rica San Jose 
Provinces of Alajuela, Cartago, 

Heredia 
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Despite Important gains made since World War I, by 1950 the manufacturing 

8ector of the Central American economy employed only some 11 percent of the labor 
force and generated about 16 percent of the gross product of the (Table VII).area 


Partial data available for the years since 1950, show that in 
 El Salvador (the 
most industrialized country in Central America) the value of manufactured products 
rose in real 
terms from 12 percent of the gross domestic product in 1950 to 
14 percent in 1957 and remained at about that level through 1959, the latest
 
year for which such data are available. In Honduras, which is about the least
 
industrialized of the five republics, the proportion rose from 9 percent in 1950
 

to 12 percent in 1.958 and declined to 11 percent by 1960. _/
 

The principal factors which have inhibited the growth of industry in Central
 
America have been (1)the small size of the individual markets of the respective
 

countries; (2) inadequate transportation, communication, and electric power faci
lities, resulting in the high cost and uncertainty of their services; (3) in
adequate availability of trained manpower and local entrepreneurs; (4) a poli

tical climate making Central America more risky than other areas for foreign
 

investment; and (5) sharp fluctuations in the region's capacity to import raw 
materials, intermediate products, and machinery required in the manufacturing
 

process. The extent of these import requirements is shown by the fact that
 
Honduran industry in 1958 was dependent .upon imports for 54 percent (in terms of 
the value) of the raw materials it consumed. 
While the degree of reliance upon
 
imports varied sharply between industries, those utilizing imports for the supply
 
of 50 percent or more of their raw materials accounted for approximately 60
 
percent of the value added by Honduran manufactures to the net domestic product..?/
 

2/The comparisons for both countries are in terms of constant prices.
Secretaria de Economia y Hacienda, Direccion General de Estadistica y
Censos. Investiga...on ndstria-1958. Tegucigalpa, December 1960. 
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Services 

Services include principally wholesale and retail commerce; banking; trans

port and communications; and providing gas, electricity, and water. According 

to ECLA studies, the service activities in 1950 employed somewhat more than 

17 percent of the Central American labor force. The comparable ratio for Latin 

America as a whole was 25 percent and for the United States, over 50 percent. 

Data available for El Salvador and Honduras suggest that the services sector 

contributed between 30 and 40 percent to the gross domestic product during the 

years 1950-60, making this sector second in importance only to agricutlture in
 

the region's economy.
 

The large outlays for services reported in the national accoun of the
 

Central American countries reflect principally either the unavailability or the
 

limited supply of alternative items of domestic consumption0, The demand for
 

services in these countries has expanded with the growth of their national
 

incomes, and thereby has stimulated the urbanization process. However, the
 

service and existing manufacturing industries together have thus far been
 

incapable of providing employment for the swelling urban labor force. Con

sequently, social and political problems have been aggravated in most, if not
 

all, countries in the Central American area.
 

At the ov.tset of the Central American integration movement in the early
 

1950's, transportation facilities in the five countries were inadequate to
 

provide for effective distribution of goods and services in their national
 

territories. Existing systems were designed primarily to link the ports with
 

production and consumption centers within each country. Power facilities also
 

were grossly inadequate; and their expansion was at a much slower rate than the
 

growth in demand for their services, even with high prices per kilowatt-hour
 

and actual rationing of power consumption in some countries.
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Consequently, not only were the existing transport and power facilities 
unsuited to the requirements of national markets, but they also impeded the 
development of regional markets &nd restricted the possibilities of intraregional 
competition. In 	 view of the need to assure a free flow of raw materials and 
finished goods, as 	well as of capital, labor, and technology throughout the 
area if regional economic unification were to become a reality, those responsible 
for the integration program, ar early as 1953, contemplated a coordinated plan 
for transportation and electric power development. In June 1958, two special 
subcommittees were formed: The Central American Electric Power Subcommittee, and 
the Central American Transport Subconmittee--to deal with these subjects on a 

systematic and permanent basis.
 

Since 1952, when the Economic Cooperation Committee of'the Central American 
Isthmus (CCE) was created, studies of the merchant marine, port, air, and
 
overland transport systems 
have been made by the ECLA Secretariat and the UN
 
Bureau of Technical Assistance Operations; their findings were reported 
at a
 
seminar held in 
 San Jose, Costa Rica, in June 1953. 1/ In addition, two
 
treaties, one 
on 	unification of road signs and signals and one on road traffic
 

were signed in Tegucigalpa in June 1958.
 

In October 
 1958, plans were approved for the experimental application of
 
standardized specifications 
for road and bridge construction. / Also the legal
 
and economic 
 aspects..,of establishing regional overland transport services were 
being studied, and standard maritime legislation for Central America was being
 

drafted.
rsport 3/ in Central America, E CN.l2/356-STITAA/Ser.C/8) A later studyentitled, Situacion del Transporte in Centroamerica, 	

was 
(E/CN.12/CCE/120-1958).2/ 	Especificaciones Generalespara la construccion de carreteras y puentes in
Centroamericay 
 Panama (TAA/LAT/19); and Normas para el diseno de 
uentes en
Centroamericay 
 Panama, (SC.3/I/DT/4).
3/ "Central AmericanEconomicInteration Programme: Evaluation and Prospects"


op. cit., pp. 42-43.
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Roads.--Although significant increases in road mileag 
have been made in
 

Central America since the incepticti of the economic integration movement, there
 

is still a need to expand existing national systems and to link them into a re

gional network. The increase in Central American highway mileage between 1953
 

and 1960 is shown below: i/
 

Percent 
1953 1960 increase 
(miles) (m-ls) 

Guatemala 
El Salvador 

4,057 
4,785 

4,185 
5,561 

3 
16 

Honduras .,075 2,006 87 
Nicaragua 1,624 3,160 95 
Costa Rica l,55 6,200 

Total 13,095 21,112 

As late as 1960, paved roads comprised only abcut 11 percent of the total
 

road mileage in Central America. At the same time, more than half of the 

2,417 miles of paved road was located in the two westernmost countries, Guate

mala and El Salvador. Some 28 percent of the total road mileage in the region 

consisted of "gravel or crushed stone or stabilized soil," and the remaining
 

61 percent consisted of earth, (graded and drained) and unimproved roads.
 

Whereas Central American highway mileage increased more than 60 percent
 

between 1953 and 1960, the naber of vehicles in use increased approximately
 

145 percent. Nevertheless, with the large growth in population, the ratio of
 

persons per vehicle declined from 158 to 77.
 

After completion of the UN studies, the Central American governments 

decided that the primary objective of their transportation policy should be to 

Including, in order of importance in terms of road mileage, unimproved
roads, some of which were graded or arained; highways surfaced with gravel 
or crushed stone; and paved highways. 

_ International Road Federation, Highway Expenditures, Road and Motor 
Vehicle Statistics for 1960, Washington, D. C., June 1, 1961. 
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complete the m&in arteries of a regional road netork4 The longer range
 

objectives of' the integrated program include: 
 the edaptation of the road net

work to the re.irements of increasing cczmercWl traffic by improving trunk
 

roads; the construct~on of secondary roadej 
 and expansion and modernization of 

harbor tns allats.,r in the region* 1/ 

Ports.--Between 80 and 90 percent of the foreign trade of the Central Ameri
can countries ia 'water-borne. The quality of its port facilities therefore is
 

of special importance to Central America. The UN experts 
found the region's
 

port facilities inadequate 
 to handle the growing volume of Central American
 

commerce; they wex'e characterized as antiquated, poorly managed, and 
 incapable
 

of handlig the present volume of traffic effictently. V Moreover, 
 the port
 

charges, which varied considerably from country to country, were often
 

capricious and bore no relation to the actual 
costs of services provided. The
 

UN technicia-ns 
 therefore recommended the establishment of national programs to
 

improve 
and moderni,!. port facilities, and the achievement of joint action in
 

the improvement of -ri.rt administration, revision 
of port charges, and simplifi.. 

cation of customs procedures. 
The TN experts watrued against duplication of
 

efforts in these programs and recormended coordlamtion of the port activities of 

the five countries, 3/ To improve port administration they recommended that 

scholarships be established for training personnel of the five countries 

at the Advanced School of Public AdmInistration (ESA.PC) at San Jose, Costa 

Rica. 

l/ UN, ECIA, Central American Economic Integration ndDeveloyent 77=756),
28 March 1961, p-n4, .. ... ........ ra...
.. . ...... . /C .--ev UN, TAA, El Transporte en el Istmo Centroamericano: El Transporte Maritimo,
TAA/LAT/5,1 October 1955, pp. 45, 486-4907".
 

3/ Toid, pp. 498-499.
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Merchant marine.--Another aspect of maritime traaoportation in the area is 

the prospect for the creation of a Central American merchant fleet. Since the
 

vast majority of the area's seaborne commerce is carried in foreign-owned vessels-

chiefly those of the U.S, fruit companies who also control major port facilities
 

on the Caribbean coast through long-term concessions--the aspiration for a
 

regional fleet reflects, to a certain extent, the nationalistic reaction to 

foreign control over the external trade of the five countries. On the other
 

hand, because the bulk of intraregional trade is land-borne, and maritime trade 

within the region is small and sporadic, international steamship lines have not
 

been interested in promoting this trade in the area. The UN mission decided
 

that a small Central American merchant fleet, if it were to serve any useful 

purpose, would be that of acting as an auxiliary service to promote coastwise 

intraregional and international trade. I/
 

Civil Aviation°--With respect to civil aviation in Central America, the
 

UN experts recommended (1) more, and more regular intraregional flights; (2) re

placement of antiquated aircraft with more recent models; and (3) the carriage 

of all mail by air within the region. Other recommendations dealt with 

simplification of procedures for tourist travel by air and the development of 

plans for handling growing freight and passenger traffic by air within and 

between the five countries. 

Other recommendations dealt with the formulation of a regional plan to unify 

and improve air traffic control procedures in intraregional and international 

operations; the coordination of meteorological data; and the adoption of improved,
 

uniform practices involving contracts with aviation companies, air safety require

ments, and aircraft maintenance.
 

I/ Ibid., p. 490.. Coastwise trade is relatively important in Honduras,
 
Nicaragua, and especially in Costa Rica.
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Electric Power
 

The Principal problems affecting electric power development in Central
 
America are the need (1) to supply power in adequate amounts at reasonable prices;
 
(2) to establish adequately staffed agencies for planning and administering
 
electric power development; and (3) to obtain the requisite financing for future
 
power requirements. 
if a shortage of power is not to be a deterrent to the
 
development of the integration program, the Central American countries will have 
to take steps to assure adequate supplies to potential industries, at rates which 
will encourage manufacturing within each of the five countries. 

Exoerts sponsored by the United Nations have made two studies of Central 
Akmerica's power requirements, l/ but both fail to provide estimates of total 
demand, by country, compared with estimated total supply (including hydro and 
thermal. power). The reports deal primarily with public hydroelectric power, and 
neglect projections of either private hydroelectric power or public and private 
thermal power. 
Yet nearly half of the installed capacity in Central America
 

in 1960 consisted of thermal power, and prior to that time, thermal power capacity
 

exceeded hydro capacity (Table XII). 

The UN technicians reported that within a decade or two it is technically 

possible to develop supplies of electric energy in the Central American countries
 
to keep 
pace with the growth of regional demand. 
Moreover, the costs of the
 
required installations would be well within the borrowing capabilities of these 
countries given the characteristically long amortization period for power loans.
 
Since only Nicaragua and Honduras had serious power shortages in 1956, 2/ and
 
inaszrmtch as national power development programs contemplated or in progress would 
correct these shortages, the technicians concludedthat,with
certainexceptions,
WTr.orm ePreliminar sobre ElectrficacionAmerica7iR.1 en America Central9 5 4) and Ell esarrollo lectrico en 

(ST/TAA/J/Central
Centromerica'/ TAA/IAT/9, op. cit",p.59, This 

(TAA/LAT/9-l957).
report, published In 1957 , dicusses thepower situation as it existed in 1956.
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internationdl Vme!programs were not necessary at this time. 

TABLE XII. 

Central America: Estimated installed capacity
 
and electric energy production, 1960
 

Country Installed Capacity : Energy Production Output 
* 	 : : per

Hydro, Thermal : Total: Hydro, Thermal : Total : Capita 
Million: Million : Million:
 

1,000 : 1000 : 1000: kilo- : kilo- : kilo- : Kilo
kilo- kilo- : kilo-: watt : watt : watt : watt 
watts : watts : watts: hours : hours : hours : hours 

Guatemala------ : 31: 30: 61 : 185 : 185 : 370 : 99
 
El Salvador--- : 73 : 43 : 116 : 250 : 50 : 300 : 115 
Honduras------- : 5: 25: 30 : 20 : : 105 :
85 	 54
 
Nicaragua-------: 10: 70: 80 : 45 : 140 : 185 : 125

Costa Rica------- 90: 36 : 126 : 360 : 5 : 410 : 342
 

Total or : : :
 
ave-age-: 209 : 204 : 413 : 
860 : 510 : 1,370 : 123
 

Source: Federal Power Commission, Bureau of Power, World Power Data-1960:
 
Capacity of Electric Generating Plants and Production of Electric Energy.

Washington, D. C., August, 1961, p. 12.
 

In 1957 El Salvador and Guatemala concluded an agreement regulating the 

use of the waters of Lake Guija. El Salvador undertook to provide electric
 

power to Guatemala, at the going market rates of the Salvadoran producer, up to
 

a 	potential of 5,000 ki.owatts. It was planned that when the first unit of the 

plant had been built, a transmission line would be constructed to the frontier 

to connect with the Guatemala power system..?/ 

i/ The,exceptions were (1)the interconnection of the projected (Lake Yojoa-

Rio Lindo) Honduran generating plants with grid in El Salvador; (2) the joint

development by Panama and Costa Rica of the resources available in some of their
 
border areas; and (3) the integration of thermal and hydroelectric plants in 
Guatemala and El Salvador. Completion of these projects would result in low
cost power in the respective areas. 

;ciVj:'-*J.".138V4. ab~ta.he',ade.withuGte+
The, c1nn cTon 

ma1~~~'o~J2'~system,io 
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Other possibilities of integration in the field of electric power include
 

the standardization of voltages and frequencies throughout the area; unification
 

of technical standards for electrical materials, equipment and instruments; and 

negotiation of loans for power development. 

Foreign Trade 

Exports 

Central American countries have traditionally relied on a few primary agri
cultural products, chiefly coffee and bananas, for their foreign exchange. 

Over the past quarter-century, however, there hes been shift the relativea in 


importance of these commodities within the region's export trade, 
 as shown in
 

the following tabulation: _/
 

Percent of total value of exports from Central America accounted for by: 

Year 
 Coffee Bananas Cotton All Other
 

1938-------------- 4o 46 
 - 14
1948-------------- 39 40 1 20
 
1953--------------
 55 26 4 
 15
1958-------------- 55 17 
 10 18
1960 
 52 16 
 7 25
 

Between 1938 and 1960, the share that exports of coffee contributed to the 

total value of Central American exports increased from 40 percent to 52 per
cent, whereas the share of banana exports in the total declined from 46 per

cent to 16 percent. 
Since World War II, raw cotton has become fairly important
 

in the region's export trade. Less important exports have included gold, silver,
 

lumber, abaca, and cacao. 

The United States and Western Europe traditionally have been the major 
markets for Central American exports (Table XIII). After the end of World War 
II, however, two new developments occurred in the pattern of Central America's 

_/ Data are from the United Nations, Yearbook of International Statistics
 
and Direction of International Trade.
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export trade. The first was a decline in the relative importance of traditional
 

markets as new ones were developed in Central America, Japan, and elsewhere in
 

Lqtin America (notably in Cuba, Peru, Panama, Mexico, and Venezuela). The other
 

development was the changing relationship of the traditional markets themselVes. 

While the U.S. share of Central American exports declined from about 85 percent 

during the early postwar years (1946-51) to 46 percent in 1959, the share of 

Western Europe increased from about 10 percent to 33 percent. The major 

European buyers of Central American products have been the Federal Republic of
 

Germany, the United Kingdom, and the Benelux countries. The European markets
 

have purchased chiefly coffee, cotton, and bananas. Sales to Japan have con

sisted primarily of raw cotton. Central American exports to major markets
 

during the years 1955-59 are shown in Table XIV. 

Over the past quarter century, intra-regional trade in Central America 

has grown both in absolute value and in proportion to the region's total 

trade (Table XV). Moreover, the relative importance of the respective countries
 

in such trade has changed. During the pre-war years (1934-48) only Nicaragua
 

was a net exporter to the other Central American countries; during the years 

inmidiately after the war (1946-51), Nicaragua, Honduras, and Costa Rica were; 

and in the recent period (1955-59), Honduras and Nicaragua were net exporters 

(Table XVI). The disparities in intraregional trade have become much more
 

pronounced since World War II, especially during the years 1955-59, as the
 

value of this trade has increased.
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TABLE XIII.
 

Central America: Exports, by principal areas of 
destination, averages 1934-38 and I946rI5, annual 12-59 

(In percentage of total f.o.b. values)
 

Other
 

1957-------
: 52 


Period 
: 
: 

United 
States 

: Western : Central : Latin 
: Europe : America : American 

: 
: 

Other 
countries 

: countries 

Average: : 
1934-38-: 
1946-51-.- --: 

57 
85 

: 
: 
: 

37 
10 

: 
: 

3 
2 

: 
: 

: 
: 

3 
3 

Annual: :
1952------- : 
1953------- : 
1954------- : 
1955------- : 
1956------- : 

76 
69 
64 
59 
54 

: 
: 
: 
: 
: 

13 
15 
23 
27 
30 

: 
: 
: 
: 
: 

3 
3 
3 
3 
3 

: 
: 
: 
: 
: 

3 
3 
2 
2 
2 

: 
: 

: 
: 

5 
10 
8 
9 

11 
: 33 : 4 : 3 : 81958------- : 50 : 32 : 5 : 2 : 111959------- : 46 : 32 : 7 : 3 : 12 

l/ Not separately reported. 

Source: 
 United Nations, Yearbook of International Trade Statistics-1959
and Direction of International Trade, annual issues and issue of November-

December 1960.
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TABLE XIV.
 

Central America: Exports by countries and by principal
 
destinations. 1955-59
 

(In millions of U.S. dollars, f.o.b.) 

Year and : Exports to
 
Exporting : United : Western 
 :Uthe : Other Latin: Other 
Country : Stited : Europe :i &n : America : Countries : Total 

1955: :
 
Costa Rica---: 44.3 : 27.9 : .8 : 1.3 6.6 
 : 80.9
El Salvador 68.6 : : 7.0----: 27.0 : 4.1 .2 : : lo6,9
Guatemala----- : 73.1 : 20.0 : 1.7 : .4 11.2 : 106.4: 
Honduras------ : 33.2 : 5.8 : 4.7 : 3.0 : : 48.9
2.2 

Nicaragua-----
: 24.9 : 30.6 : 1.2 : 2.6 : 12.6 : 71.9 

Total------ : 244.1 : 111.3 : 12.5 : 7.5 : 39.6 : 415.0 

1956: :
 
Costa Rica---- : 34.1 : 26.0 : .7 
 : 1.7 : 5.0 : 67.5 
El Salvador----: 50.2 : 43.5 : 5.2 : : 13.8 :112.7 
Guatemala----- : 83.2 : 27.8 : 1.5 : .7 : 8,9 : 122.1
Honduras-------: 47.9 : 7.8 : 6.5 : 2.8 : 7.9 : 72.9 
Nicaragua----- : 20.3 : 26.5 : . 1.3 8.__: 57.7 

Total------ : 235.7 : 131.6 : 14.6 6.5 :_47.5 :-32.9 

1957: : : : 
Costa Rica---: 42.9 : 27.2 : 1.2 3.2 : 8,9 : 83.4
El Salvador----: 63.3 : 60.2 : 6.3 : .2 : 8.5 : 138.5 
Guatemala------ : 72.5 : 30.1 : 2.6 : :1.4 7.6 : 114.2
 
Honduras------ : 41.7 : 6.8 : 6.0 : 4.9 : 5.4 64.8Nicaragua ----- : 23.4 : , 1.2 2.3: 64.6Total------ : 243.8 : 156.V: 17.3 : 12.0 
 : 35.7 : 465.2 

1958: ... 
Costa Rica--- : 45.7 : 32.4 : 1.6 : 3.4 : 8.8 : 91.9 
El Salvador----: 46.1 : 47.7 : 8.2 : .1 : 13.9 : 116.0 
Guatemala----- : 66.3 : 27.5 : 3.0 1.4
: : 8.8 : 107.0 
Honduras-------: 43.1 : 8.8 : 6.6 : 3.5 : 7.5 : 69.5 
Nicaragua----- : 21.1 : 28.5 : 1.4 : 1.8 : 11.0 6 8Total----- : 222.3 : 144.9 : : 10.2 : 50.0 :448.2 

i/ Less than 50,000 

Table XIV. cont'd. 
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TABLE XIV. (cont'd) 

(In millions of U.S. dollars, f.o.b.
 

Year and 
 Exports to
Exporting : United : Western :ther 
 • Other Latin: Other

Country 
 : States : Europe :Arfcan : America : countries : Total

1959: 
 :Costa Rica-----
: 37.5 : 29.4 : 1.8 
 : 2.6 
 5.4 : 67.7
El Salvador---
 : 40.3 : 42.9 : 10.5 
 : .3 
 : 19.1 : 113.1
Guatemala------
: 64.6 : 30.4 : 4.2 : .7 : 3.3 : 103.2Honduras--------: 37.3 : 12.4 : 8.0 5.3 :Nicaragua------ 5.8 : 68.8: 15,6 : 27.7 : 4.2 
 2.4 18.3 72.2
Total-------- 199.3 : 
142.8 : 28.7 : 11.3 
 : 51.9 : 434.0
 

Source: 
 United Nations, Yearbook of International Trade Statstics-1959,
Volume I, and Direction of International Trade, November-December 1960.
 

Note.--Quatemalan exports exclude adjustment for undervaluation of bananas. 
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Central America: 
TABLE XV,

Total merchandise trade among the five 
1934-38, 1946r51, and 1955-59 

countries averages 

Exporting Country 

(Values in thousands of U. S. dollars f.o.b.) 

Importing countries :Total exports: Percent of 
Eprt


:Costa Rica:21 Salvador;Guatemla:Honduras:Nicaragua:: to the area total exports

Value to the area
 

Average 1934-38 
Costa Rica-----------------: 
 - 3.4 : 7-9 : 1.3 : 27.5 : 40.1 : 4El Salvador---------------- : 13.1 : 
 - ' 78.1 : 184.7 : 6.9 : 282.8 : 31
Guatemala------------------ : 4.3 t 47..9 ; - : 8.9 : 3.6 : 64.7 : 7

Honduras------------------- : - 238.9 : 22.5 : - : 20.3 : 281.7 : 31
 
Nicaragua------------------ :63 .6 : 15.9 
 51.0 : 119.2 : - 249.7 : 27Total imports from the area: 81.=: : 159.5 -311
-306.1 
 5.T: 919.0 " 0.O
 
Percent of total imports : : :

of the area------------- : 8.8 : 33-3 17.4 :34.2: 6.3 : - 000 

Average 1946-51 
Costa Rica-_..------- : 57.5 : 540.1 : 26.1 : 214.4 : 1,030.4 12
El Salvador------------ 220.2 :- :1,343.3 It664.2 : 92-2 : 3,319.9 : 37
, .: 

Guatemala ------------------ : 25.3 
 517 : 4.6 81.5 : 3
 
Honduras-136.9 
 : 2,473.6 : 193.8 : - : 54.5 :Nicaragua .................... 424.1 : 2,858.8 : 32
.12. 185.3 95.4 : - : 1,417.0 " 16 
Total imports from the area: ....8065- , :2,2625 '29.4-: 365.7 : 8,9076 lO0.
 
Percent of total imports : : 
 365.: : ,
 
of the area -------- : 9.0 : 38.7 : 25.4 :22.8: 4.1: - : 100.0
 

Average 1955-59

Costa Rica----------------- : - : 
 492.0 : - : 158.0 : 2,570.0 3,220.0 : 6

El Salvador----------------- : 48o.o 
 . - .:2,632.0 .?632.0 : 1,128.0 : 6,872.0 1 36
Guatemala------------------- : 44.0 : 2,476.0 
 : - : 62.0 : - : 2,582.0 : 14Honduras------------------: 152.0 
 : 5,358.0 : 797.0 : - : - :
Nicaragua------------------: 795.0 :1,069.O 

: 33
 
: 13.0 : 126.0 : - 2:,003.0 : 11


Total imports froth the area:l,471.0 
 : 9,935.0 :3,442.0 .278.': 1,677.0 :18,963.0 100.0
 
Percent of total imports : : : :
 
of the area---------------: 
 50 : 45,0 : 17.0 : 15.0 : 18.0 : • 100.0
 
Source: Statistical Office of the United Nations, UN? 
 ECLA, Analysis and Prospects of Inter-Central


American Tade (E/CN.12/367), 20 July 1955; Yep.ook of Internationn.l Trade Statistics-1959, vol.1; and
 
Direction of International Trade, Nov.-D c 1960
 



TABLE XVI
 

Central America: Net flow of intraregional trade
 
by countries, averages 1934-38, 1946-51, and 1955-59 _/ 

(In thousands of U.S. dollars)
Average •Aver.ge AverageCountry : 1934-38 : 1946-51 : 1955-59 

Costa Rica-------------- : -40.9 : +223.9 : -307.0 

El Salvador-------------: -23.3 : -123.6 : -2,523.0 

Guatemala--------------- : -94.8 : -1, 981.o : -86o.o 
Honduras---------------- -32.4 : +829.4 : +3,364.0 

Nicaragua-------------- : +191.4 : +,051.3 : +326.0
 

/ Plus sign signfies export surplus; minus sign an f-10ort surplus. 

$ource: 
 UN, ECLA, Analysis and Prospects of Inter-Central American Trade
(E/CN.12/367) 20 July 1955, and Table XV.
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Much of the growth in Central Americas intraregional trade has occurred
 

within a framework of bilateral limited-free-trade treaties which were pre

cursors of the broader regional economic integration program (Table XVII).
 

The treaties usually contained the Central American "exception clause" which
 

permits the respective countries to grant special benefits on domestic commodi

ties traded within the region. The more important of these agreements speci

fied items on which the two countries agreed to exchange duty-free treatment
 

as well as products which were to receive preferential tariff treatment. The
 

preeminence of El Salvador in the internal trade of Central America undoubted

ly has been aided by its network of bilateral trade treaties with the other
 

four countries. 

At least one of these treaties, that with Honduras, dates back t.o 1918. 

Although comparable data for the other Central Amerl can countries are not 

available, the information published by Honduras shows that in 1960 nearly 

90 percent of its exports to the other countries in the area and about 

85 percent of its imports from those countries were made under preferential 

provisions of bilateral trade treaties. 
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TABLE XVII.
 

Central America: Bilateral preferential trade treaties in force
 
among the respective countries as of September 1962
 

Costa Rica : El Salvador : Guatemala ! Honduras . Nicaragua
with-- : with-- with-- : with-- : with--


El Salvador : Costa Rica : El Salvador: Nicaragua : Honduras _/ 

Guatemala : Honduras : Guatemala : El Salvador /: _ : 4_/ :4_
 

Honduras 
 : El Salvador: 

: Nicaragua / 

l/ Signed Oct. 5, 1953, and effective Feb. 19, 1954. Special enabling regula
tions passed by Costa Rica on March 17, 1954.
 
_/ Commercial modus vivendi. Notes exchanged on May 27 and June 24, 1946;
effective Feb. 18, 1947.
 
3/ Signed April 15, 1959 and effective Sept. 7, 1959.
 

Signed Aug. 22, 1956, and effective Oct. 26, 1956.
 
Signed Mar. 9, 1951, and effective Aug. 21, 1951.

Signed Jan. 9, 1960, and effective Mar. 11, 1960, replacing a bilateral 

agreement of 1956 which in turn had superseded an agreement in effect since 1918.
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Imports 

In terms of constant prices, the shares of Central American imports, by 

economic groups, j have not changed appreciably in the postwar years (Table 18). 

Between 1948 and 1958 the region's share of imports accounted for by consumer 

goods increased very slightly, from 40 percent of the total value to 41 percent; 

the share accounted for by raw materials rose from nearly 25 percent to 

27 percent; and that of capital goods increased only from 25 percent to 26 

percent. These three groups accounted for about 90 percent of the total value 

of imports in 1948 and for 94 percent in 1958. 

The United States has long been the major single source of Central Ameri

can imports (Table 19). During World War II, because nearly all other suppliers 

were cut off from the Central American market, the United States filled 

virtually all of Central America's import requirements. Since the war, however, 

the share of the United States in Central America's import trade has been 

declining, while the shares accounted for by Western European countries, Japan, 

and countries within the Central American area, have been increasing. The 

value of Central American imports during the period 1955-59, by importing 

country and from principal supplying areas, is shown in Table 20. 

. arelThese groups consumer goods; raw materials and intermediate products; 

and capital goods. 
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TABLE XVIII. 

Central America: Composition of imports, by category and b3 
country, 1948, 1953 and 1958 

(Million U.S. Dollars) 

Values at 1955
 
Prices l/ Percent of total value


* 1940 : 1953 1958 : 19-4 : 1953 : 1958
 

Consumer goods 
 .
 
Nondurable: : 
Costa Rica------------ : :11.6 21.4 : 24.6 : 5.4 : 6.3 :El Salvador---------- : 12.5 : 24.4 : 34.0 

5.2 
: 5°9 7.1 : 7.1Guatemala------------- : 16.9 : 27.6 : 38.8 : 8.0 : 8.1Honduras -------------- : 12.8 : 17.3 

8.1 
: 28.6 : 6.0 : 5.1 6.0Nicaragua . .: 6 10.1 : 152 3.0 2.9 

: 
. 2 :

Subtotal---------- : 60.2 :100.8 : 411: 28.3 : 29.9 

Durable: 
 : : :

Costa Rica----------: 3.6 : 7.7: 8.7 : 17 : 2.2 : 1.8El Salvador------------- 6.0 : 8.1 : liO : 2.8 : 2.4 : 2.3Guatemala------------
: 7.9 : 8.6 : 23.1 : 3.7 : 2.5 : 4.9Honduras -------------- : 309 5.0: 7.1 : 1.9 : 1.5 : 1.5Nicaragua ------------ : 4.3 5. 5.o8 2.0 : 1.7 : 1.2Subtotal----------- 25.7 35.1 55.j 12.1 : 10.3 : 11.7 

Raw Materials & Inter- : : 
mediate Products : 
Metallic: : :

Costa Rica----------: 1.4 : 2.5: 2.0 : .6 : .7 : .4
El Salvador ---------: 0.8 : 1.5:Guatemala------------ 2.1 : .4 : .4 :: 2.1: 2.2: 3.8: .51.O : .7: .8Honduras-------------: 
 0.8 : 1.0: 1.6 : .4 : .3 : .3Nicaragua--------------. 1 
 2.1: 2.4 : :.6 .6 .5


Subtotal----------: 64: 9.3 :-1.: 3.0 : 2.7 : 2.5
 

Nonmetallic: 
 : :

Costa Rica ----------- : 11.1 : 16.6 : 26.1 : 5.2 : 4.9 : 
 5.5
El Salvador----------
: 7.5 : 15.8: 24.6 : 3.5 : 4.6 : 5.2Guatemala ------------ : 17.1 : 18.3 : 30.3 : 8.0 5.3: : 6.4Honduras ------------- : :5.9 9.8: 17.2 : 2.8 : 2.9 : 3.6
Nicaragua ------------ : 4.1 : 10.4 : 18.3 : 2.0 : 3.0 : 3.8Subtotal---------- : 45.7 ::116.5: 21.5 20.7 24.5 

_/ C.i.f'. values 
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TABLE xIL:. (Cont'a) 

:Values at 1955 Prices Percent of total vralue 
1948 .953 T i950T.98-L9T9-

Capital geods:
 
Construction materials :
 
Costa Rica-------------. 3.0 : 8.8 
 : 9.6 : 1.4 ; 2.6 2.0
 
El Salvador ----------- 1.2 : 5.1 : 8.4 .6 : 1.5 
 : 1.7
Guatemala ------------ : 2.3 3.8 : 8.9 : 1. 1.1 1.9
 
Honduras --------------- 5.2 47
: 5.3 : 2,4 " j,6 :.0
Nicaragua --------------: 1.0 : 4.9 .8 .5 1,4 .8
 

Subtotal----------- : 12-7 : 27.9 :3 
 : 6 2 4 

Agricu.Ltural equipment
 
and machinery 
Costa Rica-.--------- : 1.0.: 3.0: 3.0: ,5: .8: .6

El Salvador.------------ 0,8 : 1.8 : 1.9 : .4 : .5 : .4
 
Guatemala------------- 17 
 : 2.0 : 4.8 .8 .,8 : 1o0
Honduras-------------- 1.2 : 2.2 : 3.0 .5 ; .6: : .6 
Nicaragua------------- 1.4 400 : 2.2 : .6 : . : .5


Subtotal------------ -1: 13.0 : 
 49 2:F.8 .3.1 

Industrial equipment . .
 

and machinery 
.
 

: : 
Costa Rica------------- 4 1 77 9.9: : : : 1.9 : 2°3 2,1

El Salvador---------- : 53 : 5.9 : 8.9 : 2.5 : 17 ; 
1.9
Guatemala------------ : 7.5 : 7.2 15.8 3.5 : 2.1 : 3.3
Honduras -------------: 5.3 ; 5.9 : 8.7 : 2.5 17 : 1.8
Nicaragua------------: 1.5 
 : 6.0 : 9.5 : -7 : 1,8 : 2.0 

Subtotal------------.. .7 32.7 : 52-8 : 1.11 9.6 11.1. : 

Transport equipment :
 
and machinery : :
 
Costa Rica ------------ : 4.1 
 1.9 : o7 1.2 : .4

El Salvador ---------- 2.9 3.5 4.9 :
: : 1.4 1.0 : "Io0
GtLIateiala -------------- 5. 0 : 2.7 : 6.4 : 2.3 : .8 1.3
 
Hondirras ------------- : 1.3 : 2.8 : 3.6 : .6 .8 
 : .8
 
Nicaragua ------------ : 01 : 1.2 : 2.1 2. .4
 

Subtotal ------------:7:. :: 50 : 

Total imports: 3/ 
Costa Rica-.----------: 40,5 : 77.0 : 82.6 : 1 225 : 17.3El Salvador---------- :- 40 1 : 71.0 :103.7 : 8.8 20 8 217
 
Guatemala------------
: 66°2 : 79.0 :142.5 : 31.1 : 23.1 : 30.0 
Honduras ------------ : 43.3 : 66,.1 : 81o0 : 20o3 : 1.93 17,0
 
Nicaragua ------------- 22,9 49o0 
 : 665 -o :-1- - 14,0 

Total------------ 213.0 :342. 476.3 - i00.000o0 100.0 

2/ Less than .05 percent. 3/ Totals include miscellaneous imports not shownl in 
the table ---- Source: UN, ECLA, Economic Bulletin for Latin America, vol I., 
No. 2, October 1959, pp. 86, 90. 

53 



TABLE XIX. 

Central America: Sources of imports, by principal Supplying 
areas, averages 1934-38, and 1946-51, annual 1952-59 

(In percentages of total cif. values)
S::Other
 

Period 
 United : Western : Central 
: Latin : Other
 
States : Europe 
 : America 	: American : Countries 

: Countries : 

Average:

1934-1938------ 49 : 37 2 4 : 81946-1951 -...-- : 73 
 10 : 	 4 7 : 6 

Annual: 	 : 
 :

1952 --------- .: 66 18 : 

3 5 8 
1953----------- : 61 -	 18 : 4 14
1 54------------- -59 : 20 : 4 4 131955------------: 61 
 20 : 5 3 : 111956----------- : 57 : 21 : 3 	 : 5 14
1957----------- : 55 
 23 : 	 3 : 4 	 151958------------: 52 
 : 24 : 4 5 	 151959------------: 51 : 26 
 6 	 5 12 

Source: United Nations, Yearbook of International Trade Statistics-l959and Direction of International Trade, annual issue,- and November-December 196&1 
issue.
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TABLE XX.
 

Central America: Imports by countries and by principal
 
supplying areas, 1955-59
 

(In millions of U.S. dollars c.i.f.)
 
Imports from 

Year and : : Other : Other 
importing :United :. Western: Central : Latin : Other 
countries :States : Europe : American : American : Countries : Total 

Countries : Countries :
 

1955:
 

Costa Rica----- : 52.1: 22.7: .7 : 3.3 : 8.6 :87.4 
El Salvador-----: 52.4 : 23.5 6.9 : 4.3 : 4.8 : 91.9 
Guatemala------ : 69.8 : 18.4 : 6.8 : 1.5 : 10.1 : 106.6 
Honduras-------- : 35.9 : .6 : 2.2 : 1.8 : 14.8 : 62.3 
Nicaragua -------- : 45,4 : il.8 : 1.5 : 3.4 : 7-5 : 69.6 

Total----- : l11 : 45. 7T17.255 =:'-77-.0: 14.3 8 
1956: . : 

Costa Rica----- 49.7 : 25.9 : 1.0 5.2 9.4 : 91.2
"l Salvador---: 55.2 : 28.4 : 8ol : 5°4 : 7.8 : 104.7 

Guatemala------ : 82.4 : 22.0 : 1.5 • 6.1 : 25.7 : 132.7
 
Honduras --------: 39.6 : 8.0 : 1.4 : 1.8 : 23.7 : 66.5
 
Nicaragua------ : 43.2 : 13.0 : 1.5 : 3.6 T -; : 68.8
 

Total----- : 270.1 : 97.3 : 13.5 :22.1 .1 :-4M 

1957:, : : : : :
 

Costa Rica------: 56.8 : 28.9 : .9 : 3.9 : 12.3 : 102.8 
El Salvador--- : 59.4 : 33.5 : 8.7 : 4.7 : 8.7 : 115.0 
Guatemala------: 79.8 : 30.-7 : 1.7 : 7.4 : 27.8 i47.4 
Honduras------- : 44.0 : 8.9 : 2.4 : 1.4 : 22.0 : 78.7 
Nicaragua------ : 47.1 : 18.0 : 2.8 : 3.7 9.3 : 80.9 

Total-----: 27.1 : 120.0: T.1 :_24.
16.5 :F80.1 


1958: :
 
Costa Rica----- : 52.5 : 29.0 : 1.1 : 5.1 : 13.2 : 100.9 
El Salvador---: 52.6 : 32.7 : 10-5 : 4.8 : 7.0 : 107.6 
Guatemala------ : 79.9 : 32.9 : 2.2 : 6.5 : 28.9 : 150.4 
Honduras------- : 40.1 : 10,6 : 4.1 : 2.4 : 19.4 : 76.6 
Nicaragua---.----: 42.8 : 16.6 : 2.7 : 4.9 : 10.9 : 77.9 

Total------. 2:77.9 :!. : 20.6 : 23.7 : 79.7° :13.77 

1959: : : :
 
Costa Rica----- : 51°3 : 29.5 : 3.9 : 5.7 : 13.5 : 103.9 
XL Salvador---: 44.5 : 29o7 : 12.5 : 5.3 : 8.0 : 100.0 
Guatemala---.-: 73.7 : 35.8 : 3.1 : 5.9 : 15.5 : 134.0 
Honduras--------: 33.0 : 10,8 : 4.6 : 2.7 : 10.8 : 61.9 
Nicaragua-------: 34.: : 13.6 : 4.0 : 4.6 : 9.8 : 66.8 

Total----..- : 237.3 : 119.4 : 28.1 :727.2 57.6 .
 
Source: UN, Yearbook of Internat'l Trade Statistics-19lg, & Direction of Inter
national Trade, annual issues and November-December 1960 issue
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Contribution to the gross domestic product
 

The heavy reliance of the Central American countries on foreign commerce
 

is illustrated by the high ratios of their exports and imports to gross domestic 

product (GDP). I/ During the years 1950-59, exports and imports each were equi

valent to nearly a fourth of total outlays on gross domestic product in each of 

the four countries (Costa Rica, El Salvador, Guatemala, and Honduras) for which 

data are available (Table 21). In each of these countries imports of goods
 

and services increased at a greater rate during 1950-57 than did the gross
 

domestic 
product but declined in 1958 and 1959, whereas exports of goods and 

services have tended to decline in relation to the gross domestic product after 

1954. This decline in the export ratio resulted from worsening terms of trade _/ 

(Table 22) insufficiently offset by an increase in either traditional exports 

or new ones. The extent to whiqh an increase in exportable production can be 

maintained is of crucial importance to Central America, since the predicted 

trend of prices for its major foreign-exchange~earning exports is downward, or 

at best stable. The movement of prices of coffee and banlanas during the period 

1950-60 is shown in Table 23. 

/ xpenditures on grous domestic product comprise private and governmentalconsumption , penditures, gross capital formation, and exports of goodsservices mi. ;, imports of goods and services. 
and 

E/ The terms of trade, as used in this report, refers to the changdng relationships of Central America's export prices compared with those of its imports
(Table 24). 
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TABLE XXI.
 

Central America: Ratios of exports and imports of goods and services to total expenditures 
on Gross Domestic Product, by countries, 1950-59 

,(Inpercentages of gross domestic product) 
Costa Rica El Salvador : 

Year
 
Exports Imports .:Eoxports Imports Exports: Imports 

Economico: VIII: El LJesarrollo 

1950---------
1951---------
1952--------
1953---------
1954---------

: 
: 
: 
: 
: 

26 
27 
30 
29 
29 

: 
: 
: 
: 
: 

27 
27 
29 
29 
29 

: 
: 
: 
: 
: 

21 
26 
25 
26 
26 

: 
: 
: 
: 
: 

17 
23 
23 
24 
24 

: 
: 
: 
: 
: 

20 
21 
23 
23 
22 

: 
: 
: 
: 
: 

19 
21 
39 
19 
21 

: 
: 
: 
: 
: 

28 
29 
27 
25 
21 

: 

: 

18 
22 
25 
22 
22 

1955---------
1956---------
1957---------
1958---------
1959----------

: 
: 
: 
: 
: 

26 
23 
26 
21 
16 

: 
: 

: 
: 

28 
29 
30 
22 
21 

: 
: 
: 

: 

26 
27 
27 
23 
22 

: 
: 
: 
: 
: 

25 
26 
26 
22 
20 

: 
: 
: 
: 

21 
22 
19 
16 
16 

: 
: 
: 
: 

1 
24 
24 
22 
20 

: 
: 
: 

: 

18 
24 
24 
19 
18 

: 
: 
: 

21 
22 
23 
21 
19 

Source: Based on 
pp. 63-64, and UN, 

data in UN, ECLA, Economic Bulletin for Latin America, Vol. IV, No.
Department of Economic and Social Affairs, Analisis y Proyecciones 

2, 
del 

Oct. 
Desa

1959, 
rrollo 

Economico de El Salvador, Mexico, D. F., 1959, pp. 7 and 26; and
Agency for International Development, Economic Data Book for the countries of Latin America. 

Note.--Comparable data are not available for Nicaragua 



TABLE XXII.
 

Central America: Terms-of-trade indexes, by countries3
 
1950-60
 

(1953=100)
 

Year : Costa Rica : El Salvador : Guatemala : Honduras : Nicaragua 

1950----------: 
1951----------: 
1952---------- : 
1953---------- : 
1954---------

98 
97 
94 

100 
115 

: 
: 
: 
: 

-

-
101 
100 
128 

: 
: 
: 
: 
: 

94 
98 

100 
100 
120 

: 
: 
: 
: 

99 
92 

103 
100 
108 

: 
: 
: 

87 
110 
100 
100 
128 

1955---------- : 
1956---------- : 

106 
112 

112 
109 

: 
: 

1ll 
121 

: 
: 

108 
107 

: 
: 

108 
109 

1957--------: 102 107 : 107 : " : 94 
1958----------: 
1959----------: 
1960- -------- : 

86 
79 
78 

: 
: 

90 
77 
80 

: 
: 

84 
68 
76 

: 
: 

90 
81 
77 

: 

: 

82 
71 
71 

Source: 
 International Monetary Fund, International Financial Statistics,
various issues. The terms-of=trade indexes are derived by dividing the export

price indexes by the import price indexes.
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TABLE =III. 

Prices of coffee and bananas in the United States 
1950-60
 

(In dollars per 100 pounds) 

Year 	 : Coffee l/ : Bananas 2/ 

1950-------....----..-: 52.4 	 15.4o
 
1951 ------------------------------- 54.5 	 15.6o 
1952------------------------ : 54.4 	 15.22 
1953 ------------------ : 55.7 	 15.30 
1954------ --------------- : 71.9 	 15.30 

1955-------------------- 58.8 15.50 
1956-------..------------------ : 68.4 15.60 
1957--------------------------- : 62.1 : 16.20 
1958---------------------------- 49.8 15.90 
1959 --------------- ----------- : 41.6 15.70 

1960.------------------------------ 42.2 	 14.80 

f 	Prices for Guatemalan green coffee, f.ob, port.
 
Retail price in New York.
 

Source: International Monetary Fund., International Financial Statistics,
 
June 1961, p. 30; and Banco De Guatemala, Boletin Estadistico, varied months.
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A comparison of the volume of exports with total domestic output during 

the decade ended in 1959 for the same four Central Amefican countries suggests 

that those that had experienced a relatively high rate of expansion of exports 

(Table 24) also had a relatively large increase in their output, although not
 

proportionately so. As demand elasticities of Central American exports, 

particularly coffee, are relatively low, and inasmuch as investments in the
 

banana industry are unlikely to increase substantially in this region, the
 

expansion of coffee and banana production in Central America probably will not 

be very great in the foreseeable future. If the area's exports are to be 

increased significantly, alternative export lines must be expanded or established 

in the near future. 

Central American production attains worldwide significance only in the 

case of bananas and coffee. Within Iatin America, however, Central American 

output is significant for a broad range of commodities (Table 25). The 

integration program therefore might serve to increase the Central American 

area's competitive position in world markets served by latin America. 
In
 

addition, the economic integration program might make important contributions 

toward alleviating the balance of payments difficulties of Central America by 

(1) reducing the region's dependence on imports of many consumer goods;
 

(2) creating new export industries; and (3) through cooperative action, in

fluencing the prices obtained for certain of the area's exports.
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TABLE XXIV.
 

Central America: IndexeB of the volume of exports,
 
by countries, 1950-60 

(1953=100) 

Year : Costa Rica : El Salvador : Guatala : Honduras : Nicaragua 

1950---------- : 80 : : 96 : 93 70 
1951---------- : 82 : 85 : ioil : 74 
1952---------- : 97 : 98 : 95 : 94 : 96 
1953--------- : 100 : 100 : 100 : 100 : 100 
1954.--------- : 94 : 93 : 92 : 75 : 113 

1955--------- : 98 : lO : 98 : 75 : 158 
1956 -------- : 73 : 115 : 102 : 98 : 122 
1957---------- : 96 : 142 : 101 : 93 : 140 
1958---------- : 123 : 143 : 112 : 105 : 156 
1959---------- : 109 : 167 : 133 : lO6 : 192 

1960---------: 122 : 176 : 139 : 99 : 130 

Not availablee
 

Source: International Monetary Fund, International Financial Statistics.
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TABLE XXV.
 
Central America: Importance in 
 the free world production of selected commodities, 

crop year 1959-60 

• • : 
 : Ri e--

Coffee : Bananas : Raw Cotton :Raw sugar : Corn : Meat :(rough) 

Free world production --- 1,000 : :metric tons----------------- : 4,700 : / 3,817 : 6,750 : 40,500 :171,500 : 34,500 :140,000Latin American Production--do  : 3,766 : 2,748 : 1,113 :a) 14,361 : 21,251 : 6,721Central American production--: : 6,340:do ----------------------- :292(1) Percent 871 72of world total.2 : 22.8 271:10696.2 2 : 
(2) 1.0 : 0.6: 150 141 cPercent of Latin American-: : 0.6: 0.4: 0.1Total----: 
 7.8: 
 31.7: 
 6.4 
 1.8: 5.0: 2.2: 
 2.2
 

Source: Agency for International Development, Statistics and Reports Division. 



National economic policies
 

Fiscal policy
 

Customs receipts constitute by far the largest source of government revenues 

in the Central American republics. More developed countries, even small ones 

such as Belgium and Netherlands, have relied primarily on direct taxes; they 

have had no levies on exports, and import tariffs generally have been for 

protective rather than for revenue purposes. Although there has been a 

tendency in recent years for Central America's customs receipts to decline in 

proportion to total revenues (except in El Salvador), in 1959, they still 

accounted for well over 50 percent of the total (Table 26). The decline in
 

receipts from import taxes often has been accompanied by an offsetting rise in
 

collections of export taxes. 
 Other major trends since 1938 in the Central 

American tax structure have been (1) the growing importance of direct taxes 

(such as those on income and property), and (2) the fluctuating role of 

"other" taxes, chiefly production, sales, and consumption taxes. 

The considerable degree of fiscal dependtnce by the Central American 

countries upon imports, a highly vulnerable sector of the economy, makes 

national budgeting a difficult operation and creates considerable uncertainty 

in economic planning. Although these difficulties may be expected to continue 

for some time following the full realization of a regional comndon market, 

tax gains accruing from rising national incomes and increasing intrtregional 

economic activities may in the long run facilitate the develolmet of a tax 

system less dependent on consumption taxes. To achieve such a .goqp the 

existing tax structure of each participating ountry will need to be revised 

to take account of the new opportunities for direct taxation created by a more 

diversified economy. 
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TABLE XXVI,
 

Central America: Importance of customs receipts to total tax revenues,
 
by countries, in selected periods, 1938-59
 

(In percent of total national tax revenues)
Period and type : :Regnl: : 

of taxes :Costa Rica:E1 Salvador:Guatemala:Honduras:Nicaragua:Average 

Prewar (1938-40): :
 
Import taxes--------- 66o7 : 52.8 : 44.7 :64.0 : 68.7 : 59.4
Export taxes --------- 6.2 : 817.3 1.6 : 3.2 : 7.8Subtotal ---------- 72.9 61.5 62.0 67.6 : 71.9 : 67.2 
Income, profits, and : 
property taxes---: 4.6 : 10.1 : 6.1 .7 1.2 : 4.5Other taxes -------- : 22.5 : 28,4 :31.9:3 : 26.9 : 2. 
Total----------- : 100.0 100.0 : 100.0 : 100.0 : 100.0 :100.0 

Postwar (1946-47): : 
Import taxes--------- : 64.3 48.7 : 36.6 : 59.7 : 59.4 : 53.7
Export taxes-------- 1.5: 14.3 : 9: 2.4 : -3, : 6.1 

Subtotal------- : 65.8 63.0 45.7. 62.1 : 62.9 59.8 
Income, profits, and 

property taxes---: 8.7 : 9.4 : 13.0 : 2.2 : 3.9 : 7.4 
Other taxes ------- : 2.5: 27.6 : 41,3 :35.Z:.6 : 2,8

Total-------- : 100,0 : 100.0 100.0 100.0 : 100.0: : :100.0
Recent (155-57): : :
: : : :
 

Import taxes-------- 59.9 36.2 36.2 50.0 51°5
: : : : : : 46.8
Export taxes-------- : 4.6 : 31.9 22.2 : 2.8 : 15.8 : 15.5 

Subtotal-------- . : 68.1 : 58.4 . 52.8 : 67.3: 62,3
Income, profits and : :
 

property taxes----: 16.9 : 11.1 
 . 8.5 : 21.9 : 9.9 : 13.6 
Other taxes I-------- : 18.6 : 20.8 : 33.1 : 25.3: 22.8 
 : 241
 

Total----------: 100.0 : 100.0 : 100.0-: 100.0 : 100.0 : 100.0
 
Latest (1959): : : 
 • 
Import taxes ---------- 54.o : : 41.4 : 48.9 : /60.0 : 51.1 
Export taxes---------: 9 -2 13.9 5.4 1.5 6.9 

Subtotal-------- 54.9 5 :__54.3: 67.5: 58.0 
Income, profits, and : : :
 
property taxes-: 15.2 : 
 : 11.4 : 17.5 : 10.2 : 13.6 

Other taxes i-------- 29.9 : 33.3 : 28.2 : 22.3 : 28.4 
Total---------- : 100.0 : : 100.0 :100.0 : 100.0 :100.0 

_/Chiefly taxes on production, sales, and consumption in the Central American

countries. E/ Not available. 3/ Budget estimate 

Source: UN, ECLA, Repercusiones Fiscales de la Equiparacion de Impuestos a la 
Importacion y del Libre Comercio en Centroamerica (E/CN.12/CCE/I1O), 20 March
 
1959, p. 13; and country data. 
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All five countries in Central America utilize a variety of fiscal measures 

to stimulate industrial development. I/ In general, they grant to qualified 

enterprises (1) at least temporary exemption from the payment of income, pro

duction, sales, and profits taxes; (2) the privilege of importing specified 

materials and equipment for plant construction or expansion without payment of 

import duties and charges; and (3) exemption from payment of export taxes on 

designated export commodities. Most of these benefits generally are extended 

for a specified period only, the number of years varying with the deemed importance 

of the activity to the national economy. Producers also are granted tariff 

protection on selected items of domestic manufacture. 

As provided by the General Treaty of Central American Economic Integration, 

a uniform industrial incentive law for the member countries was drafted in 

late 1961. When ratified, this law presumably will replace existing national 

legislation on this subject (see Chi. III). 

Tariffs and other restrictions on trade
 

The Central American import tariffs have been employed primarily to raise 

revenue; nevertheless, the individual tariff schedules contain protective duties 

for selected domestic industries. When work was begun, about 1956, to formulate 

a schedule of uniform tariff rates for Central America, a Trade Subcommittee of 

the Economic Cooperation Committee encountered a multitude of problems. Tariff 

classification systems differed among the five republics. Only three countries 

(Costa Rica, Honduras, and Nicaragua) were using the new NAUCA nomenclature 

drawn up in 1953-54 by a group of trade and tariff exports designated by the 

_/ See Joseph Pincus, The Industrial Develonent Laws of Central America. 
International Cooperation Administration, Office of Industrial Resources, Technical 
Aids Branch, March 1961. 
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Central American governments and ECLA, .1/, while El Salvador and Guatemala were 

employing a 
variation of the 1913 Brussels Statistical Nomenclature. By 1959, 

however, the two countries had revised their import tariffs to conform with the 

NAUCA classification. 

Another problem concerned the types of duty to be adopted--whether specific,
 

ad valorem., or compound. 2/ Initially, three countries (Guatemala, El Salvador, 

and Honduras) used principally specific duties; the Honduran tariff included a 
few ad valorem rates, and the schedules of the other two (Nicaragua and Costa
 

Rica) used a considerable number of compound rates of duty, After the tariffs
 

of Guatemala (1958) and El Salvador 
 (1959) were revised, all countries except
 

Honduras made preponderant 
 use of compound rates, Before recommend-ing the type
 

of duty upon which principal relianc. would be put, 
 the subcommittee took into 

account the fiscal and protective effects of each, as well as the relative
 

inexperience of the member countries in the administration of customs matters.
 

Inasmuch as all five countries, in effect, were employing compound duties-

even those having primary recourse to specific rates in their tariffs proper were 
also levying ad valorem consular charges or exchange taxes on imports--and since 

in the opinion of the Committee compound rates were best sllited to both fiscal 

and protective purposes, it recommended their use as widely as possible-,not

withstanding that a strictly ad-,valorem rate structure would have been easier to 
adapt to a uniform tariff. Nevertheless, the way left open to apply the typewas 

of duty considered to be mcost suitable to any particular product
 

_/ Standard 
Central American Tariff Nomenclature (Nomenclati xa ArancelariaUniforme Centro Americana - IMUCA). The subcommittee *had approved the NAUCAclassification system during its first two meetings, 
Since 1956, it has been
engaged in the preparation of a uniform customs code, as well,2/ Compound (mixed) raGes have specific and ad valorem components,
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The Committee agreed that when compound rates were applied, the components 

ultimately should be identical in the member countries, and that the specific

rate-of-duty component be adjusted uniformly and simultaneously when changes in
 

prices reduce appreciably the protection afforded by the duty. To aid inter

national comparisons of the burden of import duties on individual items in the 

projected new tariff, calculations of both import values and ad valorem equi

valents of such duties were to be expressed in national currencies, at fixed
 

parities with the U. S. dollar. 

The basis of valuation adopted for the purpose of developing a uniform
 

tariff was the transaction value c.i.f., defined as "the value at which the
 

merchandise was acquired by the importer plus the cost of transportation and 

insurance to the port of destination in the importing country". l0 It was 

felt that the c.i.f. valuation would provide more customs revenue (since the 

duty would be levied on the freight and insurance as well as on the value of
 

the commodity)0 Moreover, since prices quoted by domestic producers could be
 

close to the landed cost of similar or equal imported products, greater profit
 

incentive would be provided to the development of new national industries. 2/ 

It was recognized that the c.iof. valuation base created certain diffi

culties in applying different ad valorem rates to a group of products included
 

in the same import declaration, since freight and insurance normally are
 

quoted for the total shipment rather than by item However, it was felt that 

these costs could be prorated either by value or be weight among the respective
 

commodities. 

I/ UN, ECLA, CCE, Informe de la Cuarta Reunion del Subcomite de Comercio 
Centroamericano, (E/CN.12/CCE/106) 27 September 1957, pp. 21-22. 

_/ See UN, ECLA, Subcomite de Comercio Centroamericano, Nota de la Secretaria, 
Bases Uniformes de Applicacion de los Derechos Arancelarios a la Importacion en 
Centroamerica, E/CN.12/CCE/SC.1/33, Rev. 1) 31 May, 1957, P. 9. 
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All five countries had imposed import taxes in addition to those contained 

in the tariff schedule. The subcommittee had to decide, therefore, what taxes
 

should be considered for purposes of international comparison of the import tax 

burden. The recommendations of the ECLA Secretariat were adopted in this matter, 

namely, that total import charges (gravamenes totales) be included in the calcu

lation including tariff duties, consular fees and any other charges or surcharges 

on imports which resemble tariff duties. !/ Where particular imported products 

were subject to special import taxes, these, too, were included in the calcula

tions, (e.g., certain items not produced in the country bore consumption taxes 

which were collected at the customs posts, and these taxes were included in
 

calculating the total ad valorem equivalent for these items). The duties and 

charges included in the calculations made for the respective countries are as
 

follows:
 

(1) Costa Rica--tariff duties only. 

(2) El Salvador--the import duties, the 2-percent charge on the liquidation 
of customs duties, and the 6 -percent consular fee on the 
c.iof. value of imports. 

(3) Guatemala--the import duties, the 6 -percent consular fee on the c.i.f. 
value of imports; the 6-percent surcharge on the f.o.b. 
value of imports ("assigned revenues" or "rentas con
signades" 2/), and the 6 -percent charge on the liquidated 
import value° 

(4) Honduras--the import duties and the 8 -percent consular fee on the f.o.b. 
value of imported goods0 

l/ UN, ECLA, Subcomite de Comercio Centro~mericano, Manual para Calcular en 
Forma Comparativa los Impuestos la Importaciona en Los Paises Centro-Americanos, 
E/CN.12/CCE/SC.1/31 rev. 3) 1 November 1957, p. 4.
 
E/ The"assigned revenues!' represent the difference between 6 percent ad valorem
 

on the f'oob. value of imports and the percent ad valorem represented by the

tariff duties. It is calculated as follows: if the ad valorem equivalent of the
tariff duties represent 6 percent or more of the f.o.b. value of the imports,

this tax is not collected. If however, this ad valorem equivalent falls below
the 6 percent f.o.b. valuation, the "assigned revenues" tax is collected only on 
the amount of the difference.
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(5) Nicaragua--the import duties and the 5-percent consular fee on the f.o.b. 

value of imported goods, 

By 1960 these countries had consolidated. some of their import charges into 

the tariff structure. After 1959, the additional charges listed above for El 

Salvador and Guatemala had been thus consolidated. On the other hand, the 

consular fee in Nicaragua was increased from 5 percent to 7 percent. Since many 

of the import charges outside the national tariff schedules were proposed to 

raise additional revenue, and since such rates will in effect be bound by the 

projected tariff equalization, _/ the participating governments will need to
 

develop alternative ways of increasing their incomes.
 

Non-tariff restrictions on trade are imposed from time to time by various 

Central American countries. In several of these countries (e.g., Guatemala, 

El Salvador, and Nicaragua) autonomous government agencies regulate trade in 

basic food products for the purpose of stabilLing supplies and prices to domestic 

consumers. In some cases, these agencies also regulate the major export products 

in any effort to maintain prices paid to producers. During World War II and 

again in recent years, the coffee-producing countries participated in inter

national production and marketing agreements designed to stabilize coffee prices 

in the major consuming countries. Thus far these attempts have met with limited 

success, 

Exchange controls
 

Neither Guatemala nor Honduras impose exchange controls (September 1962), 

although their respective central banks are empowered to institute such controls 

to protect the external value of the national currency. El Salvador imposed 

nominal controls in April 1961, consisting chiefly of scrutiny of international 

transactions. 

Rate changes will require international action by the member states. 
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In Costa Rica, the multiple-exchange-rate system that has been in effect 

since 1952 was greatly simplified on September 3, 1961, with the introduction 

of a new par value for the colon (6.625 colones per U. S. dollar). Official 

buying and selling rates which had previously been applied to most exports, as well 

as the selling rates applicable to 50 percent of imports, were eliminated.
 

After September 25, 1958, virtually all of Nicaragua's trade transactions 

were conducted at the official buying and selling rates. Certain nontrade 

transactions, chiefly tourist transactions, ware made at a fluctuating free rate. 

Paternalism 

A paternalistic relationship between the central government and the people
 

was introduced into Central America by the Spanish rulers during the colonial
 

period. Such a relationship still persists in the five republics. 
 This great
 

dependence upon central authority for social and economic development, together
 

with a fairly rigid system of social stratification, has served to retard eco

nomic development in the area. Governments did not produce balanced social and
 

economic plans for the advancement of the people in these countries. 
Other
 

conditions within the area have resulted in a widely-held pessim'qm concerning
 

(a) government stability; (b) governmental aoility to formulate and efficiently 

execute long-range plans for economic and social development; and (c) the 

ability or willingness of governments to collect taxes from all those liable 

under the laws, and the subsequent utilization of the revenues collected for
 

sound purposes. 
In some instances this pessimism has been reinforced by rather 

extreme legislation designed to correct, all at once, inequities in the social 

system which have existed for centuries. 

This combination of government paternalism and entrepreneurial pessimism has 

served to stifle private initiative and to generate a general unwillingness on 
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part of local investors to collaborate with governments when they do endeavor 

to improve the respective national economies. As a result of the many factors 

involved, national resources have remained largely unsurveyed and unexploited, 

imports have been substituted for possible domestic production, government
 

finances have been restricted by a narrow tax base, national income has been
 

unstable because of price fluctuations in Central Americas few and vulnerable
 

export products, and social unrest has required increasing attention from the
 

central authorities.
 

The Central American economic integration program, according to ECLA and
 

the participating countries, is intended to encourage greater participation by
 

the private sector on which the success of the scheme depends. It is the 

general intention that barriers to private investment be removed to the extent 

possible, and it is recognized that a campaign to develop investment opportunities 

to create a capital market, and to inspire greater reliance on private enterprise
 

for promoting econoiwlc development in the Central Amercan area is required. 

This point is discussed in Chapter IV.
 

Public admninistration
 

The lack of skilled or experienced public administrators In the Central 

American countries has been parlv responsible for the financial difficulties of 

both the central and local governments, as well as for the inmadequacy of govern

ment programs for economic development. The shortage of trained managerial 

personnel has affected adversely the operetion of the sO-c4l1ed autonomous and 

semiautonomous government agencies, such as development inotituti nr and public 

utilities.
 

The Central American economic integration program, almost from its beginning, 

took 2ognizance c-,' the urgent need for improving the quality of administration as 
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well as the supply of administrators. In early 1954 an advanced school of Public 

Administration in Central America (Escuela Superior de Administracion Publica
 

America Central--ESAPAC) was established at San Jose, Costa Rica. 
 It is financed 

by the five Central American governments and receives technical assistance from
 

the United Nations. 
Its purpose is to train public officials, study administra

tive problems, and improve public administration throughout the area. In 

addition, individual Central American countries have received technical assistance
 

from both the U.S. Government and the United Nations in the fields of taxation, 

banking, customs administration,-public safety, personnel administration, census 

and statistics, ad labor-management relations.
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III. OBJETIVES OF THE CENTRAL AMERICAN INTEGRATION PROGRAM 

Thus far the integration movement in Central America has had three phases:
 

(1) the formative period, lasting from June 1950 through June 1958; (2) the 

organizational period, from June 1958 through December 1960; and (3)the imple

mentation period which began in 1961 and was to continue until a common market 

could be achieved.
 

During the formative period, the Economic Cooperation Committee of the Central
 

American Isthmus (CCE) was organized (1952). Numerous studies were undertaken 

and treaties were drafted providing for the eventual establishment of a regional 

common market. 
The CCE, with the technical advice of the UN Economic Commission 

for Latin America (ECIA), adopted a policy of gradual and progressive economic
 

integration envisaging reciprocal benefits for the participating countries. This 

policy was incorporated into the economic integration treaties signed in June 

1958. iV Two regional institutions were established: 
the Advanced School of
 

Public Administration (ESAPAC), in January 1954, Z/ and a Central American 

Institute for Industrial Research and Technology (Instituto Centro Americano de 

Investigaci6n y Technologia Industrial--ICAITI), at Guatemala City, in January 

1956.
 

During the organization period, extending from June 1958 through December
 

1960, a succe3sion of multilateral economic integration treaties were initiated;
 

not all of them, however, became effective. The status of eight treaties
 

initiated during this period is shown in the frontispiece. 3/ Among them, the 

l/ The Multilateral Treaty of Central American Free Trade and Economic Integration, 
and the Convention on the System of Central American Integrated Industries. 

With UN technical aid and funds provided by the five Central American Governments.
/ All five countries (Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua) 

signed a series of four treaties in 1958 and 1959, only three of which were ratified
 
by a sufficient number of countries to permit them to enter into force. Four 
additional treaties, negotiated in 1960, became effective on an area-wide basis. 
The four 1959 treaties sought to accelerate the integration program. They contem
plated establishment, during a five-year period, of both a common external tariff 
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General Treaty of Central American Economic Integration, signed at Managua,
 

Nicaragua, on December 13, 1960, ultimately became 
 the key instrument for
 

effecting economic 
 integration among the participating states.
 

The General Treaty
 

The General Treaty of Central American Economic Integration became effectiv 

on June 3, 1961, for the first three countries that had ratified it-- Guatemala, 

El Salvador, and Nicaragua. On May 7, 1962, the Honduran Congress approved the 

treaty, and on April 27, 1962, Honduras deposited its instrument of ratification 

Costa Rica signed the treaty on July 23, 1962, but had not deposited its instru

ment of ratification as of September 1, 1962.
 

For the ratifying states, the provisions of the General Treaty were to
 

take precedence over all earlier Central American economic integration agree

ments, whether bilateral or multilateral, except for provisions in the earlier 

agreements not covered in the General Treaty. _/ However, any Central American 

countries that did not ratify the General Treaty, or those that might later 

denounce it, were still to be governed by the earlier integration treaties they
 

had ratified. _/ Inasmuch as the English texts of the several 
integration 

treaties are appended to this report, the remainder of this chapter relates
 

primarily to the provisions of the General Treaty, 
 and to those provisions of 

and intra-regional free trade for most import items, as well as a full common
market over a ten-year period. The 1960 
treaties provided for firther accelera
tion of the program; they shortened to five years the period of achieving thefull common market, and provided that duty-free treatment be accorded immediately
to all but a few specified products originating within the boundaries of the 
signatory countries.
I/ Similar exceptions are found in the Multilateral Treaty of Free Trade and
Economic Integration, effective June 2, 1959, among all the Central American
countries except Costa Rica, and in the Treaty of Economic Association, effective

April 28, 1961, among El Salvador, Guatemala, and Honduras.
2/ 7hese treaties are: Multilateral Treaty of Central American Free Trade andEconomic Integration; Central American Convention on the Equalization of Import

Duties and Charges and its Protocol on Central American Customs Preference;
bilateral treaties of free trade and economic integration signed by Central
American governments; and the Treaty of Economic Association between Guatemala,
 
El Salvador and Honduras. 

74 



earlier treat ies that remain operative. Nevertheless, attention is given not 

only to the provisions of the, Convention -inthe System of Central American
 

Integrated Industries, but also the Convention Establishing the Central American 

Bank for Economic Integration (CABEI), both of which were designed to promote 

industrial development within the region. 

Common market 0 -- The contracting parties to the General Treaty agreed to 

establish among themselves a common market, which was to be brought into full 

operation within five years from the effective date of the treaty. In order to 

achieve a common market, they agreed to establish freedom of trade among the
 

member states in the products originating in their respective national terri

tories, and to provide a common uxt;Frnal tariff for the participating countries.
 

In undertaking a Central American economic integration program the con

tracting states have agreed to go beyond the creation of a customs union, as
 

such, and intend to establish a common market. l/ In addition to abolishing 

restrictions on the movement of goods, labor, and capital among themselves,
 

l7 Certain key terms, such as "free-trade area". "customs union", "common 
market", and "economic union" have been used with varying precision in the 
several Central American treaties and in the related literature. Hence, such
 
terms will be employed in this report only in context as defined below. The
 
dt-finitions that follow accord with the usage generally employed in the
 
technical lit raturc -

a. Free-trade area, A free-trade area comprises two or more customs
 
territories which eliminate import dutites and other trade restrictions on
 
substantially all trade between themselves in products originating within the 
territories. Each participant, however, retains its own tariff on imports
originating in nonparticipating territories, 

b. Customs union: A customs union comprises two or more customs
 
territories which 7-n-lmnatt- import duties and other trade restrictions 
on substantially all trade bttwetn themselves in products originating in the
 
terriiories, and (2)apply a common external tariff on imports from non-parti
cipating territ ories. 

co Commun market A common market. incorporates the attributes of a 
customs :nion, In addltion, it, provides for the elimination of restrictions 
on thu movemeni. of labor and capital between the participating customs terri
tories and for some harmonization of national economic policies and institutions 
(e-go, ccmmon labor laws. common agricultural policies, common banking practices,
etco) through action of the membcr governmentso 

d. Economic union, An economic union has the basic characteristics of a 
common mark.et, but incorporates some cession of executiv power by the member 
governments to a central authority. 

75 



the contracting parties have undertaken through national action, to harmonize their 
policies with respect to such matters as: tax incentives to investors; the appli
cation of excise taxes; production and trade in certain commodities; and statis
tical reporting. Moreover, as previously mentioned, certain Central American
 

institutions 
were to be established. 

Except for special treatment temporarily accorded certain demoestically
 
produced commodities (Annex A), the contracting parties agreed to accord 
one
 
another unrestricted trade in all natural and manufactured 
 items originating 
within their respective territories. More specifically, such items were
 

exempted from import and export duties, consular fees, and other taxes and
 
surcharges, 
 whether such imports were national, municipal, or other. However,
 
customary handling and storage 
charges, as well as the then existing exchange
 
rate differentials, continued to apply. Goods 
 originating in the territories
 
of the member countries were to enjoy no 
less favorable treatment (national
 
treatment) 
 in the territory of any participating states, with respect to their
 
distribution, marketing, and tax liability, than that accorded 
similar
 

domestically produced commodities 
 or those imported from third countries. 

The temporary exceptions to the duty-free treatment mentioned earlier 
were to apply to specified products, whose importation, if accorded immediately
 
such treatment, 
 would either caaise injury to existing producers or disturb 
official price support programs. With few *xceptions, the products so identi

fied were to be incorporated into the intraregional free-trade system by the 
end of the fifth year when the treaty became effective (i.e., by June 3, 1966).
 
Meanwhile, bilateral schedules providing for progressive duty reductions and,
 
in the case of certain items, for progressive reductions in quantitative restric
tions, were to be applied to the individual products receiving such special 
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treatment. i/
 

Under the terms of the Convention, the uniform Central America tariff was
 

to follow the NAUCA import commodity classification and customs nomenclature.
 

A system of compound rates was to be employed, having brth specific and ad
 

valorem components applicable to most tariff items; for the most part, the 

specific rates were to be levied on the tasis of gross kilograms, and the ad 

valorem rates on the c~i.f. value of imports 2/ 

P_ (UN, ECIA., Note by the Secretariat on the Common Market, E/CN.12/587, 
March 29, 1961, p. 5): The domestically produced items identified in Annex A 
consisted largely of the following categories:
 

a. Consumer goods for which th. producers in th.,: participating countries 
required time to adjust to the new competitiv= situations arising out of the 
creation of a customs union (e~g., textile prc.ducts, oils and fats, beer, paint, 
and soap). For such commodities the General Tr-aty provided that fixed or 
progressively decreasing rates of duty were to be applied within the area of the
 
customs union for a term not to exceed five years.
 

b. Staple commodities prcduced in most or all .:f the member states (e.g.,

rice, corn, and wheat flour). These items wer to remain subject to quantita
tive controls until regional c-mmodity agreements could be.negotiated, estab
lishing common trade and supply policies in the area° 

c. Products currently manufactured in the member countries; the output of
 
which was to be expanded to fill regional requirements (eog., glass containers,
 
tires, and paper). Pending the establishment of "integrated" operations,
 
existing customs duties wer1e to be continued in force for intraregional imports.
 

d. Domestic manufactures whose component raw materials had to be imported 
from third countries and for which raw materials th- members desired to establish
 
common external tariff rates to equalize costs of prsduction within the common 
market (eog., tobacco products; certain fibers; knitted goods; and textile pro
ducts). Existing duties were to be ccntinued in force until the common external
 
tariff rates could be applied t- imports of both the competitive manufactured
 
products and the component raw materials.
 

e. Products subject to regulation under intzrnational agreement or govern
ment monopoly (e.g., coffee and coffee extracts, cane sugar, and cotton). In 
the case of such products, exlsting rat-s of duty or quantitative trade controls 
were to be maintained indefinitely. 
V In order to unify customs and transit treatm,-nt of it _ms tc bt: exchanged 
within the customs union and * o simplify the application ;f th NAUCA, tke 
participating states also agreed to adopt a standard Central American customs 
code, as well as uniform transportation regulat;ions, within one year from the 
effective date of the General Treaty. ie., by june 3, 1962. TLrse mattr-rs 
were still pending at the end of Augi'st 1962. 
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The Convention established the following procedures for determining the
 
uniform rates of duty in the regional tariff:
 

a. 
The headings in the NAUCA nomenclature were allocatedto 32 groups of related products. Within each groups, the items
were classified according to their state of advancement--raw
materials, semifinished products, and goods for final consumption.
Both maximum and minimum rates were established for each groups, and
within such range the rates of duty for individual items werenegotiated. In general, low import duties, ranging from an
equivalent of zero to 15 percent ad valorem. were fixed for raw
materials and capital goods. For agriculturalmachinery, and industrialthe maximum rates were not to exceed five percent advalorem. 
For luxury products, and for consumption goods whose
early production in Central America was deemed desirable, the
duties were set in a range between 100 and 150 percent ad valorem.
On the other hand, for those imported consumption items whose
production by regional manufactures was not possible, the limits
were set at 25 to 50 percent ad valorem, i_/
 

b. 
The items in the NAUCA classification were divided
into two lists of commodities: List A identified the items onwhich duties were to become immediately uniform inratifying the treaty, and List B, 
all countries 

the items on whichto be brought into uniformity 
duties were 

over a 5-year period. _/ Thelatter list identified the import J.tems wh-13e immediateequalization" "dutyin the common exteril tarif-f was deemed to beinexpedient by virtue of "economic, fiscal, or other considerations". The modifications of duties on items in List Bbe in were tomade equal installments during an individual transitionperiod for each item; when the designated uniform rate wasreached for all member countries, the items were to be transferred to List A. 

c. The Convention provided that new items could beto either List and that addeditems could be transferred from List Bto List A in accordance with the following schedule of priority: 

1. Products which had been included in free-tradearrangements by virtue of bilateral trade treatiesalready in force among the contracting parties; 
For eachtariff item,the point

charge each 
of reference in negotiatingthe uniformin country was the total ad valorem equivalentimports (except port, of all charges onhandling, and storage charges, but includingfees), calculated consularin accordance with a Central AmericanU.S. dollars. unit valut stated in
The member states agreed to peg their currency units to the
dollar at the rates effective at the time of signing the Convention They
also agreed that any change in the relationship of the monetary unit to the
dollar, by any member country, would be offset by an appropriate alteration
of its tariff duties.
E/ 
Articles I and IV of the Convention specified a period of five years for
this purpose. The existing rates of duty in each country were remainto inforce during the first year, and the initial modifications were to begin in
the second year. 
Subsequent modifications were to occur at 12-month intervals,
so that the uniform rate would generallsbe achieved by the end of the fifth year. 



2. 	 Products manufactured in Central America; 

3-	 Products of a type that could be produced in Central America
 
within a short time;
 

4. 	 Raw materials, intermediate products, and containers; the
 
relative priority assigned to these items was to accord with
 
their essentiality to tha production and marketing of items
 
under 1, 2, and 3, above. 

By the end of 1961, uniform rates of duty had been negotiated on more than
 

98 percent of the NAUCA items, j/ but the uniform rates on only about 50 per

cent of them had been put into effect by the states that had ratified the General
 

Treaty (Guatemala, El Salvador, and Nicamgua). Honduras, which ratified the
 

1959 and 1960 treaties and protocols in early 1962, put the uniform tariff rates 

into effect in June of that year. 

Under the Convention on the Equalization of Import Duties and Charges, 

the 	participating countries were obliged to renegotiate any trade agreements 

that they might have had in force with third countries that contained rates of 

duty lower than the rates established in the common tariff. 2/ Moreover, the
 

participating countries agreed not to negotiate new agreements with nonmembers 

that were contrary to the spirit and objectives of the Convention. 3/ 

It was agreed that whenever the new uniform rate of duty for a given import 

was higher than the rate applied by any member country, and the product was not 

freely interchanged in the area of the customs union, the lower rate of duty was 

to apply throughout the entire area unless otherwise decided by the Executive 

1:/ By virtue of negotiations conducted under the Multilateral Treaty (1958), 
the 	Convention on the Equalization of Import Duties and Charges (1959), and the 
1960 Protocol thereto.
 
2_/ 	 Such renegotiations were to have been completed within one year from the 
date on which the ratifying states had deposited their respective instruments 
of ratification of the Convention.
 
3/ 	 The Equalization Convention also permitted renegotiation of particular rates 
of duty or tariff classifications through the Executive Council, at the request
 
of any contracting party. These renegotiations were to be limited to the items
 
submitted for consideration. Decisions were to be taken by unanimous vote of
 
those countries for which the Convention was in force, and any changes were to
 
be applied uniformly among them.
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Council. Preferences granted within the region were not to be extLuded to third 

countries; this proviso, known as the "Central American Exception Clause", has 

been a traditional provision of agreemerts between Central American countrias.l_/ 

National treatment.--The General Treaty contained no provision for gran 2ng
 

equality of treatment (national treatment) to persons and capital moving from 

the territory o one contracting party to that of another. Presumably, the 

provisions of the 1958 Multilateral Treaty and the 1960 Treaty of Economic 

Association bearing on this subject were continued in effect. 
If such was the 

case, each contracting party agreed to extend to the others equality of treat

ment with respect to: persons; property; capital investments; and the right to
 

organize, administer, and operate manufacturing, commercial, or financial
 

enterprises. A unique provision of the Treaty assured national treatment to
 

local firms engaged in the construction of highways, bridges, dams, irrigation
 

systems, electric power plants, housing, and other developmental projects in
 

the territory of any member country.
 

The General Treaty also provided for national treatment of the products 

of one member state in the territories of the others. More specifically, the
 

signatories agreed that domestic taxes on national products would apply
 

equally to like products entering from other signatory countries and at least
 

would be no higher than comparable taxes on like products from third countries.
 

In addition, the contracting parties agreed not to discriminate in the dis

tribution of products imported either from one another or from third countries.
 

Special provision was made respecting consum'tion taxes, which could be levied 

by any contracting party only in conformity with the following conditions: 

2,/ Although this clause was not contained in the General Treaty, it apparently 
was to be carried over from the Multilateral Free Trade Treaty of 1958. In 
any event, preferences granted by participants in a customs union to each other 
are, by definition, refused to third countries. 
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a. Such a tax on a product produced in the region only in the
 
levying country or not at all could be imposed in any amount deemed
 
necessary.
 

b. A nonproducing country wishing to impose a tax on an article
 
not produced in the levying country but produced elsewhere in the
 
common market was required to obtain prior approval for such action
 
from the Executive Council.
 

c. If a contracting state should impose a consumption tax on
 
an item not produced within the common market, and if this item
 
should later be produced in another member country (but st-Ill not in
 
the levying country), the producing country could request the Executive 
Council to determine whether the tax was in keeping with the principles 
of the integration program. The member states agreed to abolish such
 
taxes when notified by the Council of their unsuitability. 

Existing state monopolies were to remain subject primarily to the laws
 

of the respective countries. The establishment of new monopolies or changes
 

in the status of existing ones, however, were to require prior consultation
 

among the contracting parties for the purpose of placing the regional trade 

in these articles under special controls.
 

The contracting states agreed not to grant exemption from or reductions 

of customs duties on goods imported from outside the common market when 

comparable goods were produced within the area under satisfactory conditions 

of price, quality, and supply.
 

They also agreed to abstain from unfair business practices in their trad, 

relations with one another. 
The Executive Council was designated as the
 

arbiter of disputes arising in such matters, with instructions to advise the 

contracting parties concerning the countermeasures they could take. Export 

subsidies and export dumping were to be prohibited with respect to products o 

the contracting states entering intraregional trade. However, exemptions 

from internal taxes (e.g., from production, sales, or consumption taxes) whic] 

a signatory state might grant for the purpose of encouraging production and 

exportation were not to be deemed export subsidies under this treaty. Also, 

exchange Vremiums resulting from the sale of national currencies on the free
 

market at an exchange rate higher than the official rate, were not ordinarily 
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to be deemed export subsidies. In case of doubt on the part of any contracting
 

state with respect to these matters, however, the question was to.be submitted
 

to the Executive Council.
 

Incentives to industry.--The Member states agreed that incentives to
 

industrial development contained in their respective industrial development
 

laws and regulations, and other pertinent legislation, were to be made as
 

uniform as possible. To that end, representatives of the participating stat.s,
 

in late 1961, drafted a regional industrial incentive law, setting forth a
 

uniform industrial classification and administrative provisions that were to
 

be applied to beneficiaries in these-countries. This draft was to be submitted
 

for the consideration of the respective member governments and,wheu rAtified, the
 

agreement was to become a responsibility of the Executive Council.
 

"Integrated" industrial operations.--To attain the benefits offered by the
 

Central American cormnon market, the integration program envisioned an accelerated 

industrialization of the participating countries. Such industrialization was
 

expected to (a) provide more and better-paying jobs to an expanding labor fo-ca.;
 

(b) contribute to efficient utilization of the area's natural resources; and
 

C) reduce the area's reliance upon imports. 
 To carry out this tpect of the
 

integration program, a Convention was 
signed in Tegucigalpa, Honduras, on
 

June 10, 1958. 1/ The contracting states agreed therein to encourage aud promitv 

the establishment of new industrial operations and the development of' existing
 

ones within the framework of the integration program.
 

Article II of the Integrated Industries Convention defined "integatctd 
industries" as "those industries which, in the judgement o1 the Cent U] 

l When drafted in 1956, the Convention on the System of Central Americarn 
Integrated Industries was a detailed document containing 4O articles; in its 
final form there were only 13. The condensed version resulted from ubstantial
 
disagreement over the interpretation of many of zhe articles; it was flil lh
 
the lengthier version created too many rigidities. As a result, thte Ccrwvut4omi-,
signed in 1958 was confined largely to broad statements of' principles and e1ft;
the details to be determined in the separate protocols required for the fLLW
lishment of successive "integrated industries."
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American Industrial Integration Commission, comprise one or more plants which
 

require access to the Central American market in order to operate under reason

ably economic an4 competitive conditions even at minimum capacity." Thus, the
 

term "integrated", as defined in the Convention, refers to industrial operations 

having at least the capacity to satisfy the demand of the common market area.
 

Inasmuch as "one or more plants" producing a line of products as a group could
 

be designated an "integrated industry", the Convention appeared to contemplate
 

horizontal combinations, i.e., competing units of production (in the same or
 

different countries) could combine under a common management to facilitate
 

product specialization and enhance their capacity to meet the minimum require

ments of "integrated industries". Moreover, inasmuch as the integration program
 

was designed to increase the flow of goods within the common market and as
 

mobility of capital was explicitly provided for in the integration agreement,
 

vertical combinations (or integration) of industrial plants also appeared to
 

be within the pur-iew of the program. Units that would otherwise be selling
 

to and buying from one another, would be operated as a unit; thereby facilitating
 

coordination at the various s'ages of production. According to the UN Economic
 

Commission for Latin America (ECIA), the establishment of "integrated industries"
 

would avoid duplication of investment and would create more efficient production
 

units. Increased efficiency was expected to result from large scale manu

facturing operations made possible by an expanding regional market, as well as
 

from greater specialization in the items produced.
 

To become effective, the Convention required unanimous ratification; at
 

the time of writing, such ratification has not been achieved. In December 1960,
 

however, the provisions of the Integrated Industries Convention were adopted,
 

by reference, in the General Treaty of Central American Economic Integration,
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thereby inaugurating the program, i/ 

As a result of initial negotiations, at Managua during November 28-

December 10, 1961, the following "integrated" plants were recommended to the 

participating governments: 

El Salvador -- A copper wire and cable factory with an annual 
capacity of 2,C O metric tons of wire and cable
and a capital equivalent to $1,200,000. 

Guatemala-- An existing tire and tube plant was recommended 
for "integrated" status. Its capacity was to 
be not less than 120,000 tires and 96,000 tubes
 
a year, and its capitalization was to be equivalent
 
to $2,500,000.
 

Honduras -- A plant for producing raw materials for detergents
and shoe polish with an annual capacity of 1,800
metric tons of alkyl sulfonic acids, alkyl sodium
sulfonates, and other salts of alkyl sulfonic acids,
and 360 tons of shoe polish. Its capital was to 
be equivalent to $500,000. 

Honduras was also recommended as the site for an
integrated plant to manufacture glass containers. 

Nicaragua -- A plant to produce caustic soda, chlorine, and 
chlorated insecticides. The proposed plant was 
to have an annual capacity of 8,300 metric tons ofcaustic soda, 3,000 tons of DDT, and 2,700 tons of
chlorinated camplime and a capital approximating
 
$2,500,000.
 

It was contemplated that each of the above mentioned enterprises would be 
constitute;,. %h at least 51 percent of its capital of Central American owner

ship. 

Pe word "industry" has been used imprecisely in the Integrated Industries 

Convention and in other ECIA literature bearing on the "integrated industry" 

program. The term has been used variously to mean industry per se,an a firm 

or enterprise, and a plant or factory. Actually, and especially in the case 

_/ Article XVII. The contracting parties also agreed to conclude additionalprotocols within six months of the effective date of the General Treaty, specifying the procedures to be followed in establishing the "integrated industries". 
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l 

of new lines of production (new "industries"), an industry could consist of only
 

one plant; in other cases, it could comprise a single firm having more than one
 

plant; and sometimes it could comprise numerous firms and numerous plants. Not

withstanding the lack of precision in which the term "industry" has been used in 

connection with the solcalled "integrated industry" project in Central America
 

an endeavor has been made in this report to identify which of the various
 

meanings was intended in the particular context of the Convention. Where the
 

terms of the Convention were applicable to all the foregoing, the word
 

"operation" has been used.
 

Under the system of gradual integration envisaged by the 1958 treaties,
 

"integrated" operations would be granted a preferred position by being assured
 

immediate free and unrestricted trade of their output within the common market
 

area, whereas similar items produced in "nonintegrated" operations were to be
 

completely freed of import duties and charges levied within the area only afte7
 

years, In addition, priority was to be given in standardizing rates of
 

duty on imports from outside the common market competitive with the products of
 

"integrated" operations and on raw materials and containers required by such
 

operations. The Convention envisaged that the "integrated" operations would
 

also enjoy the benefits of the industrial development laws of the respective
 

countries in which they were located. The General Treaty, which provided for
 

the elimination of import duties within the common market on all but some 55
 

itemsY apparently nullified most of the tariff advantages accruing from the
 

Integrated Industries Convention. It remained to be seen whether the Central
 

American Bank for Economic Integration (discussed later) would accord prefer

ence in financing plants designated as "integrated industries" over plants
 

which met other requirements but had not obtained this designation.
 

The Integrated Industries Convention called for equitable treatment in the
 

allocation of "integrated industries" among the participating countries. To
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enforce this policy in the initial stage of the program, the Convention stipulated 

that no participating country was to receive a second integrated plant until each
 

other country had one. 
Such direct intervention in the distribution of "inte

grated" operations went beyond what had been contemplated wither by the ECIA
 

working group considering a Latin America common market, or by the Treaty of
 

Montevideo creating the latin American Free-Trade Association (IAFTA). This
 

aspect of the Central American program has provoked consi:.table controversy
 

because of the lmitation on the free operation of market forces. i/ The less 

developed countries in the region indicated clearly that they were unwilling
 

to run the risk of having the "integrated" plants concentrated in countries which
 

were farthest advanced.
 

Each protocol establishing an "integrated" operation was to stipulate details
 

as to capacity, location, quality standards, composition and, participation of 

capital, tax liability, and other details such as one might find in a charter of 

incorporation. Each such protocol and amendments thereto required legislative 

action by all member countries. An Executive Council, established under the 

General Treaty, was to determine which operations would be eligible for "inte

grated" status. g/ Rules and criteria for carrying out these functions were being
 

formulated at the close of 1961. 
The Economic Cooperation Committee identified 

1 fields of "interest" for the development of regional industries, including the 

production of: refined petroleum, fertilizers, insecticides, and fungicides; 

_/ UN, Economic Commission for Africa, The Significance of Recent Common Market
Developments in latin America (E/CN.12/64), 2 December 1960, p. 61. 
2/ The Executive Council took over the functions assigned to the Central
American Trade Commission and to the Central American Integrated Industries 
Comission under the 1958 agreements, as well as the powers and duties of the
 
joint commissions set up pursuant to the bilateral treaties in force between the 
contracting parties. A discussion of the functions of the Trade and Integrated

Industries Commissions is contained in a publication by Joseph Pincus, The Five

Central American Economic Integration Agreements. International Cooperation
Administration, Public Administration Division, Technical Resources Branch
 
(PAD Prints and Reprints No. 31, March 4, 1960).
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veterinary, biological, and pharmaceutical products; tires and tubes; paints,
 

varnishes and dyes; ceramic products, glass plastic and metal containers;
 

fishery products; soldered tubing; absorbent cotton; and timber, pulp and paper.
 

The prospects for intraregional specialization in textile products were also
 

explored and found to be encouraging.
 

Financing economic integration.--The General Treaty provided for the
 

establishment of a Central American Bank for Economic Integration (CABEI) to
 

promote and finance the balanced growth of the members' economies. The CABEI
 

is discussed below, in the section on "The Convention Establishing the Central
 

American Bank".
 

Currency convertibility.--The General Treaty reiterated the responsibility 

of the central banks in maintaining currency convertibility and avoiding specu

lation in foreign exchange. It provided that in the event that the payments 

relationships between the member states should be seriously affected by balance

of-payments difficulties, the Executive Council, in cooperation with the central 

banks, should consider the matter immediately and recommend measures for main

taining the unrestricted multilateral movement of merchandise and services
 

within the area of the common market. If restrictions on international monetary
 

transfers should become necessary in one of the member countries, these measures
 

were to be applied in a nondiscriminatory manner to the other member states.
 

Administration of the economic integration program.--The General Treaty 

established three administrative organs for carrying out the policies of the 

CCE and applying the provisions of the General Treaty. 

Central American Economic Council.--Prior to 1960, the policy-making
 

organ of the Central American integration program was the Economic Cooperation
 

Committee of the Central American Isthmus (CCE), constituted as an organ of ECIA. 

The formulation and direction of economic integration policy under the General
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Treaty was assigned to a Central American Economic Council, which, like the CCE
 

that it superseded, was composed of the Ministers of Economy of the member govern

ments. 
The Council was to meet as necessary, or at the request of any contract

ing party. 
The Economic Council also was to review the work of the Executive
 

Council and make whatever decisions it deemed appropriate.
 

Executive Council.--An Executive Council, consisting of one principal
 

delegate and an alternate from each of the contracting parties, was created
 

to administer the General Treaty, to initiate measures to achieve Central
 

American economic union, and to resolve problems arising from the application
 

of the treaty. Accordingly, couldsuggestthe Council the negotiation of 

additional multilateral agreements to integrate the economies of the member
 

countries. The Council was to meet as necessary, either at the request of a
 

contracting party or upon 
call of the Permanent Secretary. To become effective, 

its resolutions required a majority vote of its members. 
 In the event of a
 

tie vote, the matter was to be referred to the Economic Council. l_
 

Permanent Secretariat.--The General Treaty established a Permanent
 

Secretariat to serve both the Economic Council and the Executive Council. The
 

Secretariat, with headquarters Guatemalaat City, was established on October 12, 

1961. It is directed by a Secretary General appointed for a three-year term 

by the Economic Council. The Secretariat was authorized to establish the
 

departments and offices necessary for the performance of its duties. 
In
 

November 1961, it began issuing a monthly bulletin (Carta Informativa) respecting
 

the progress of the integration program.
 

The Permanent Secretariat was charged with the supervision of all
 

Central American integrations (including Bilaterals), present and future. An 

l/ Before voting on such a matter, the Economic Council was to determine byunanimous vote whether the issue should be decided by an absolute majority or
 
by a simple majority of all its members.
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additional responsibility vas the administration of resolutions by the Central
 

American Economic Council and the Executive Council. Both the Executive Council
 

and the Economic Council could assign projects and studies to the Secretariat.
 

Its internal rules and regulations had to be approved by the Economic Council.
 

Although the budget of the Secretariat had to be approved annually by
 

the Economic Council, each of the contracting parties agreed to contribute in 

local currency not less than the equivalent of US$50,000 to its support. Its 

personnel were to enjoy diplomatic immunity, but other diplomatic privileges
 

were granted only to the Secretary General and to actual members of the Secretarial 

Arbitration procedures.--The General Treaty provided that differences
 

among the contracting parties over the interpretation or application of the 

treaty were to be settled in a friendly manner, insofar as possible through the 

Executive Council or the Economic Council. Failing such agreement, the dispute 

was to be submitted to arbitration. 

Preliminary to the formation of a court of arbitration, each of the con

tracting parties to the General Treaty was to submit to the General Secretariat 

of the Organization of Central American States (Organizacion de Estados Centro
 

Americanos--ODECA) the names of three judges of its Supreme Court. The Secre

tary General of ODECA and its governmental representatives were instructed to
 

choose by lot, from the nominees, one arbitrator from each contracting party. 

Decisions of the court of arbfttration required the concurrence of at least three 

judges and were to be binding for all the contrarfing parties.
 

Effects on third-country interests.--The parties to the General Treaty 

agreed not to conclude new bilateral agreements with countries outside the 

common market that would interfere with the objectives of Central American 

economic integration. Moreover, the members agreed to consult the Executive
 

Council even before concluding agreements among themselves, so that the Council
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could evaluate their effect on the program. A party adversely affected by any 
new trade agreement could obtain approval by the Council of measures to safe
guard its interests. As previously noted, the Central American contracting 

parties agreed to maintain the "Central American Exception Clause" in most

favored-nation treaties negotiated wi-;h third countries.
 

In other matters affecting third-country interests, but not, covered 
specifically in the General Treaty, reference was to be made to earlier agree

ments). Unde: the Multilateral Treaty of Central Aperican Free Trade and 
Economic Integration (1958), the contracting parties agreed to renegotiate, or
 
if this was not possible, to denounce any commercial agreements with third
 

countries that violate the "Central American Exceprtion Clause". And under the
 
Convention on the Equalization of Import Duties and Charges (1959) the contract

ing parties agreed to renegotiate, within one year of depositing their respec

tive instruments of ratification any bilateral or multilateral agreement with
 
third countries which contained lower rates of duty than those negotiated under
 

the Convention. 

Application of the-General Treat°--The General Treaty became effective
 
among the first three ratifying states cn June 3, 1961, eight days after the 
third instrument of ratification had been depostted, and it became effective 

for the fourth state (Honduras) on April 27, 1962, the date of deposit of its 
instrument of ratification. IJ Costa Rica signed the Treaty on July 23, 1962, 
but had not deposited its instrument of ratification by September 1, 1962. 

Duration,renewal,_and denunciation.,--The General Treaty was to remain 
in force for 20 years from the initial date of its entry into force (on June 3, 

The instruments of ratification were deposi t h General Secretariat 
of the Organization of Central American States (OflPCA).
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1961) and ccuid be extended indefinitely. Denunciation by any contracting party 

could be made only after the 20-year period had elapsed and was to take effect.
 

five years after such notice had been given. The treaty was to remain in force 

among its adherents as long as two states continued to apply it.
 

The Convention Establishing the Central American Bank
 

As early as its First Meeting in 1952, the Economic Coopeietion Committee
 

recognized the need of establishing a financial institution to assist the
 

economic integration of Central America. Because of the slow progress of the
 

program, however, nothing was done to prepare such a project until 1959. 
In
 

that year, the ECLA Secretariat, in consultation with national and international
 

organizations, began work in this field. 
In view of the accelerated integration
 

program instituted by the tripartite treaty of February 1960, the committee
 

members at the Second Extraordinary Meeting of the CCE inApril of that year
 

stipulated (as part of Resolution 101) that the statute for such a financial
 

insti'3ution should be signed prior to January 1, 1961. 
The ensuing Convention
 

Establishing the Central American Bank for Economic Integration (CABEI) was one
 

of the three agreements signed at Managua on December 13, 1960, by Guatemala,
 

Honduras, El Salvador and Nicaragua. Its terms provided that Costa Rica could 

adhere to the Convention at any time. The Bank was formally inaugurated at its
 

headquarters in Tegucigalpa, Honduras, on May 30, 1961. It was accepted by the
 

contracting parties as a substitute for a Development and Assistance Fund which
 

was to have been created under provisions of the Treaty of Economic Association.l/
 

Objectives.--The primary responsibility of the Bank, as its name implies,
 

was to promote the economic integration of the member countries. Accordingly,
 

under Article II of the Establishing Convention and Article XVIII of the General
 

.! Article 42 of the Convention Establishing the Central American Bank for 
Economic Integration. 
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Treaty, the Bank had a mandate to promote balanced economic development (desarrollo
 

econ6mico equilibrado) among the participating countries. When feasible, pre

ference was to be given to projects in the less developed member countries. The
 

Bank established a policy limiting its loans for public works projects 
so that
 

funds would be made available for developmental activities in the private sector. 

Investments in essentially local public works and manufacturing activities were 

specifically forbidden by the Bak's Establishing Convention.
 

Capitalization.--The initial authorized capital of CABEI was equivalent,
 

in national currencies, to US$16 million; this amount 
 was contributed in equal 

shares by the four member countries. 1/ Of these shares, 25 percent had to be
 

subscribed 
 bhin the first 60 days after the Convention became effective
 

(May 8, 1961), and another 25 percent within 14 months from that date. The
 

remaining 50 percent was subject 
to call by the Governing Board. The vote of
 

at least one Governor from each member country was required for this purpose.
 

However, any increases in the Bank's capital require a unanimous decision of the
 

Board. 

The capital contributions of the member states were to be guaranteed free
 

convertibility at official rates of exchange. To achieve this end, 
 each paid-in 

local currency subscription had to be backed fully by U.S. doliar reserves in
 

the contributing country. Any alteration in a member country's official 

exchange rate vis-a-vis the dollar would require its subscription in local 

currency to be adjusted accordingly. 

The member states of CABEI received shares of capital stock of the Bank
 

conferring equal rights and obligations upon their holders. These shares were
 

to earn no interest and pay no dividends; the Bank's net operating profits were 

I/ This capital was expected to be raised to the equivalent of US$20 million 
when Costa Rica made its contribution to CABEI. 
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to be paid into a capital reserve. The liability of each member was limited to
 

the amount of its capital subscription.
 

A total of $10 million of loans and grants had been programmed for assis

tance to CABEI by the United States Government. On June 21, 1961, the Inter

national Cooperation Admini tration I/ granted $2 million to CABEI. On July 13th 

of that year the Development Loan Fund approved a long-term loan of $5 million 

to it 2 for financing medium- and long-term subloans for private projects related 

to the economic integration program; this credit was expected to become available 

in 1962. An additional grant of $1 million was made by the Agency for Inter

national Development (AID) in July 1962. The Inter-American Development Bank 

had granted CABEI $100,000 for the purpose of securing technical personnel and 

was prepared to consider worthwhile loans to that institution. In accordance 

with its authority to borrow in domestic and foreign capital markets, CABEI 

obtained a $1 million line-of-credit from the Bank of Mexico and a similar
 

one from the Bank of America.
 

CABEI's anticipated availability of ready capital in calendar years 1961 and 

1962 was to have been as follows (in millions of dollars):
 

Source of Funds 	 1961 1962 Total
 

Member government paid in capital subscriptions ..... 7.0 3/ 3.0 10.0
 
Loans: 	 Bank of Mexico............. ......... .... 1.0 - 1.0
 

Bank of America.......... 00 .. ... .... 1.0 - 1.0
 
Agency for International Development ........ - 5.0 5.0
 
Inter-American Development Bank............. - 10.0 10.0
 

Special Assistance Grants: 
Inter-American Development Bank............. 0.1 - 0.1 
Agency for International Development 2.0 1.0 3.0 

Total 	 1.1 19.-0 301 

The International Cooperation Administration and the Development Loan Fund were 
merged in the new Agency for International Development (AID), effective November 4, 
1961. The AID is under the Department of State. 
_/ This loan was to be for 15 years at an interest rate of 4 percent per year. The 
Agreement was signed on August 16, 1962. 
3/ Of which $1 million was from El Salvador and $2 million from Costa Rica; the 
latter signed the Establishing Convention on July 23, 1962. 
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Functions.--For the most part, the Bank was to make investments in the 

following types of activities: 

a. 
Public works projects to complete existing regional transportation,
 

communication, and power systems or to remove disparities among the
 

contracting parties in the basic sectors of production that had impeded 

their balanced development;
 

b. Medium- and long-term investment projects, especially in manu

facturing operations capable of supplying the common market or
 

others capable of increasing intraregional trade and exports to
 

third countries; 

c. Coordinated projects for encouraging specialization in farm and
 

livestock production, with a view to increasing output to a level
 

adequate to supply regional demand;
 

d. Projects for financing enterprises which need either to expand
 

operations, modernize production methods, or change the structure
 

of their production to improve their competitive position;
 

e. Other useful projects that would promote economic complementarity
 

among the member countries and increase trade.
 

In extending credits, CABEI generally required guarantees from the
 

respective governments up to 150 percent of the value of a loan; it could
 

require other collateral as well. 
However, it did not require government
 

guarantees for loans to the private sector. 
The Bank's first loan, approved 

on December 29, 1961, was to a Guatemalan firm newly established to manufacture 

pressed wood for use in home construction and furniture. The funds were used 

to purchase imported machinery and equipment. In accordance with the Bank's 

criteria, the annual interest rate was set at 7t percent, repayable in
 

increasing quarterly installments over a 5-year period, after a 2-year grace
 

period. 
On February 12, i962, CABEI approved a $100,000 (equivalent) Joan to
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a Honduran meet packing plant (Empacadora de Carnes de Choluteca, S.A. de C.V.).
 

A third loan of $68,000 (equivalent) was made to a pencil factory in El Salvador. 

All of these loans were made to enterprises which did not have formal "integrated" 

status.
 

In order to facilitate the accomplishment of its goals, the Bank was
 

authorized to study and promote investment opportunities created by the economic
 

integration program, and to schedule such investments on a priority basis. In
 

addition to making its own loans, the Bank could participate with other investors
 

in medium- and long-term lending activities. It could also assist, and act as
 

intermediator for, member governments and private borrowers in negotiating loans
 

from other financial institutions, and could assist its clients in the prepara

tion of projects, either through its own technical staff cr through technicians
 

obtained elsewhere.
 

The Establishing Convention stipulated that "only projects that are
 

economically sound and technically feasible" should receive CABEI financing.
 

The Bank was not to make loans or assume liability for the payment or refinancing
 

of earlier obligations incurred by prospective borrowers. Article 34 of the
 

Establishing Convention repeated a proviso in the General Treaty to the effect
 

that no project in any of the member countries could obtain guarantees or loans
 

from CABEI until the respective member county-ies had ratified the following 

economic integration agreements: the General Treaty of Central American Economic 

Integration, signed December 13, 1960; the Multilateral Treaty of Central 

American Free Trade and Economic Integration, signed June 10, 1958; the Conven

tion on the System of Central American Integrated Industries, signed June 10, 

1958; the Central American Convention on the Equalization of Import Duties and 

Charges, signed Sertember 1, 1959, and the Second Protocol thereto signed
 

December 13, 1960.
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In December 1961, in a pamphlet entitled "Basic Information for Parties 

Interested in Obtaining Loans" ("Informacion b'sica para los Interesados en 

Obtener Pre'stamos"), CABEI detailed the procedures for obtaining financial 

assistance. The Bank set $25,000, or its equivalent, as the minimum amount that
 

it would lend; no maximum limit was established. It indicated a willingness to
 

finance up to 60 percent of any suitable investment in a private enterprise
 

(with greater participation in exceptional circumstances). It would even
 

finance working capital requirements in certain projects, when such capital
 

constituted rart of the total required financing. 
Loans could be made in any
 

currency held by the Bank.
 

Amortization periods were to vary according to the needs of the individual
 

projects, and grace periods not exceeding two years weie provided. 
A schedule
 

of annual interest rates was established for the respective type of currency
 

loaned, as shown below.
 

Currency 
 Interest rate
 

U.S. Dollars... ............... 6" 
O;her foreign currencies ....... 7 - 72 
Local Currencies ...... .74 

Organization and administration.-.-The organs of the Bank were to be its
 

Governing Board (Asambles de Governadores) and a Board of Directors (Directorio).
 

It was also to have a president and such other officials and employees as were
 

necessary to its operations.
 

All the powers of the Bank were vested with its Board of Governors. This
 

body could delegate all but the following reser-oed powers to the Board of Direc

tors. 
 (a) calls on capital; (b) increases in authorized capital; (c) determina

tion of the capital reserves proposed by the Board of Directors; (d) election of
 

the Bnkis president and determination of his salary; (e) )xtablishing the
 

remuneration of the Directors; 
(f) resolving appeals concerning the Director's
 

interpretation of the Convention; (g) authorizing cooperative agreements with
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other organizations; (h) designating external auditors of the Bank's financial
 

position; (i) approving the audited balance sheet and the profit-and-loss state

ment; 	and (j) deciding on the distribution of the Bank's net assets in the event
 

that 	its operations were terminated.
 

The Convention provided that the Board of Governors would be composed of
 

the 	Ministers of Economy (or their representatives), and the presidents of the
 

central banks (or their representatives) of the member countries. Each Governor
 

was 	given one vote and could function with complete independence. One of the
 

Governors was to be elected by the Board to serve as its president; his term
 

was 	to extend from one regular session of the Governing Board to the next, a
 

period of one year. The president was to preside at meetings of the Board of
 

Directors and conduct the normal operations of the Bank. In the case of a tie,
 

he could cast two votes. Extraordinary sessions could be held at the call of
 

the 	Board of Governors or the Board of Directors. A quorum of the Board con

sisted of one-half plus one (five) of the total number of Governors. All 

decisions, except those mentioned previously, required the concurrent vote of
 

one-half plus one of the total number of Governors. This formula assured the
 

concurrence of at least three participating countries in the policy decisions
 

of the Bank.
 

The Board of Directors was to be a permanent organ of the Bank and its
 

members were to devote full time to the Bank's day-to-day operations. The Board 

was to determine the basic organization of the Bank at the operating level, i.e.,
 

the departments and personnel required to carry out its functions and perform
 

such functions as were assigned to them by the Bank's president. In addition,
 

it was to approve the Bank's budget and recommend the appropriate level of
 

reserves to the Board of Governors. Decisions required a majority vote of all
 

the 	Directors. 
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The Convention provided that the Directors were to be elected by the Board 

of Governors, with one Director for each member country. Their term of office
 

was set at five years, but they could be reelected. Moreover, the Directors
 

were to continue in their positions until their successors took office. Interim
 

appointments could be made by the Board of Governors. The Directors were to be
 

citizens of the countries they represented and were to be persons of recognized
 

capacity and wide experience in economic, financial, and banking matters.
 

Below the Board of Governors, all officials and employees of the Bank were
 

designated as international civil servants. The basic consideration in their
 

employment, according to the Convention, was to be that of obtaining the highest
 

level of efficiency, competency, and integrity. Due consideration was to be
 

given to ensure adequate geographic representation among the respective countries
 

The Establishing Convention prohibited all officials and employees--except the
 

Governors in their respective countries--from taking an active part in political
 

matters, 2/
 

The Establishing Convention had an indefinite duration and could not be
 

denounced for 20 years from the date on which it became effective. Thereafter, 

any denunciation was not to become effective until five years from its date of 

presentation. The Convention was to continue in force as long as there were 

two adhering parties. 

The Convention Establishing the Clearing House 

Representatives of the Central banks of the five Central American countries 

concluded a Convention Establishing a Central American Clearing House on June 28, 

1961 2/ The Clearing House was situated within the Central American Bank for 

l_/ Other provisions of the Bank's Establishing Convention dealth with matters 
of interpretation and arbitration, and privileges, immunities, and exemptions. 
(See Appendix IX). 
_/ The internal by-laws of the Clearing House were adopted in September 1961 
and operations were begun October 1, 1961. 
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Economic Integration, as required by its Convention, and CABEI was repre3ented on 

the Board of Directors of the Clearing House. Under the by-laws, the Executive 

Director of the Clearing House must be CABEI's representative on the Board of
 

Directors.
 

The objective of the Clearing House was to increase trade among the member
 

countries by facilitating the use of national currencies in intraregional trans

actions. The Clearing House as of June 30, 1962, had a working capital equiva

lent to USl,200,000 subscribed in equal amounts by the four participating 

central banks. The capital was to be increased to the equivalent of US$1,500,000
 

when the Costa Rican central bank made its contribution. Subscriptions were to
 

be made in local currencies (75 percent) and in U.S. dollars (25 percent). The
 

local currency contributions were to be used as backing for a "Central American
 

Peso"--the unit for settling accounts between the member countries. i1 This
 

Central American Peso would be at par with the U.S. dollar.
 

Under the clearing house arrangement, a limited amount of credit, not
 

exceeding the equivalent of US$225,000, could be made available to any partici

pating country whose debit balance in the Clearing House exceeded its local
 

currency contribution.
 

The Clearing House would also compile, analyze, and disseminate among its 

members: information on monetary, banking, and financial policies practiced in 

the commbn market; the foreign exchange and credit positions of the participating 

states; and other surveys leading to the adoption of uniform policies and 

procedures by the central banks in the region.
 

/ The dollar exchange rate for the respective local currencies was fixed on the
 
respective dates of ratification of the Convention. Any modifications in the
 
exchange rate of a member's local currency required a proportionate adjustment in 
the country's contribution so that the working capital of the Clearing House would 
remain unchanged. 
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IV. Problems Confronting the Central American
 
Common Market
 

The primary problem confronting the Central American economic inte

gration program was that of overcoming the inherited impediments to 

satisfying the growing wants of the people in that region: the area's limited 

resources, its largely unskilled and illiterate labor force, its critical
 

shortage of management personnel, its insufficient and inadequately trained
 

public administrators, its shortage of investment capital, and the unfavorable
 

prospects of some of the region's major export crops. ECLA had aptly charac

terized the countries in this area as having a "common denominator of general 

under-development". l/ The project f6r establishing a customs union, and 

eventually a common market, in Central America accordingly envisaged ultimately 

substantially greater integration of national resources (including manpower), 

economic policies, institutions, laws, and customs into an area-wide pattern 

of economic development. 

Integration of agricultural policies.-Among the problems confronting 

the Central American integration program were those of increasing the area's 

per capital consumption, achieving regional self-sufficiency in staple food

stuffs, and increasing the domestic supply of various raw materials for 

industry. The architects of the integration program hoped to solve these 

problems by coordinating production and trade policies of the parti"ipating 

countries in a manner which would ensure equitable and stable prices for pro

ducers.
 

In order to develop a regional agricultural program, an Agricultural 

Development Subcommittee of the COE was created in September 1959, to study 

I/ UN, .ECLA, Central American Economic Integration and Development 
(E/CN.12/586) 28 Mar. 1961, P.3. 
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agricultural problems susceptible of solution at a regional level. This sub

committee was composed of high-ranking government officials responsible for
 

important aspects of agricultural policy in the respective countries.
 

Inasmuch as som tim would be required to study the problems relating 

to particular commodities and to arrive at satis'actory solutions, all the
 

staple commodities of Central America (corn, oeans, rice, wheat, flour, and
 

sugarcane) were accorded special treatment in the General Treaty (Annex A).
 

For virtually all of these commodities, existing unilateral import and export
 

controls were retained for the full permissible 5-year period. Within three
 

years of the effective date of the General Treaty, however, special protocols
 

were to be signed "to regulate trade, coordinate supply policies, and ensure
 

complete freedom of trade" for these products.
 

Other important objectives of the agricultural integration program included:
 

(a) construction of a regional network of facilities for the processing,
 

storage, and distribution of commodities; (b) introduction of standard commodity
 

grading and inspection systems; (c) coordination of national price-support
 

policies; (d) establishment of adequate low-cost credit facilities for growers
 

and vendors of agricultural products; (e) establishment of a reliable crop
 

reporting system; (f) reformation of landholding systems to permit economies
 

of scale; (g) development of agricultural research programs; and (h) provision for
 

pools of agricultural equipment at selected locations to serve the needs of
 

particular localities. l/ By the close of 1961, some of these projects were
 

under study by the ECLA secretariat; others remained to be investigated.
 

From the viewpoint of the Central American integration program, the
 

1/ "Central American Economic Integration Programme: Evaluation and 
Prospects, "UN, ECLA, Economic Bulletin for Latin America, Oct. 1959, pp. 41-42. 
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problems of agriculture could well prove to be more difficult than those of 

industry. 1/ The bulk of the region's population depends directly on agri

culture for a livelihood and many industrial workers fall back on agricultural 

activities during slack seasons or plant shutdowns. The objective of bringing 

both literacy and technology, to the agricultural sector is a tremendous 

undertaking even for larger countries with more and better-trained adminis

trators, Yet it was generally recognized that if the objective of increased 

industrialization were to be achieved in any reasonable period of time, the 

purchasing power of the farm population would have to be raised substantially 

to provide a market for manufactures. 

Achievement of "balanced development!-.- "Balanced development" was an 

avowed objective of the Central American economic integration program. How

ever, ECLA, the Central American states, and CABEI differed materially con

cerning the meaning of this term. ECLA interpreted balanced development as 

signifying equal rates of economic growth of the participating countries. Its 

intorpretation was reflected in ECLA's insistence on the establishment of 

"integrated industries" and their equal allocation among the members of the 

Central American common market. Moreover, in advocating the elimination of 

capital wasite and of duplication of investment, ECLA appeared to favor the 

establishment of monopolies in Central America, especially in manufacturing 

operations. On the other hand, most of these member 3tates, as well as the 

Central American Bank for Economic Integration, interpreted balanced develop

ment to mean that the less-developed countries would receive temporary special 

This discussion relates primarily to agricultural production or internal 
consumption. The export sector is entirely different in organization and
 
structure and is not especially a subject for economic intearation. 
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consideration with respect to financial and technical assistance made available
 

to the region, but without violating the principle of comparative advantage.
 

At Managua, in late 1961, a draft protocol to the Integrated Industries
 

Convention was negotiated by the contracting parties, designating certain
 

"integrated industries" for each of them. _/ While this allocation procedure
 

was not necessarily to apply to the location of subsequent "log-rolling" ap

proach that would interfere with the location of such enterprises at the most
 

suitable sites. Since strictly industrial considerations might cause new
 

facilities to be located in regions that could provide the best combination of
 

suitable transportation, low-cost power, adequately-trained labor force, and an
 

ample supply and variety of raw materials and intermediate products, those
 

countries in a less favored position might insist upon simultaneous negotiations
 

in establishing new regional manufacturing activities. It appeared likely that
 

political restrictions might thus interfere with the operation of the principle
 

of comparative advantage while the less advanced countries endeavored to catch
 

up with their more developed neighbors. Unless considerations relating to
 

industrial efficiency predominate in the allocation of "integrated" operations,
 

industrial development in the Central'American common market as a whole could
 

be retarded rather than accelerated.
 

The emphasis of the integration program on "integrated" operations could
 

impede the establishment of small-scale factories adequately suited to supply

ing purely national or local markets. This interference would occur if: (a)
 

investors feared actual or potential competition from regional enterprises; (b)
 

capitalists expected higher returns from investments in large-scale operations;
 

i/This protocol was submitted to the respective governments for consideration.
 
and was to be submitted for signature at the extraordinary meeting of the
 
Ministers of Economy scheduled for July 1962
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(c) CABEI developed a regional capital market and publicized the opportunities
 

for investments in regional activities; and (d) regional enterprises offered
 

greater inducements to skilled labor than those which could be afforded by
 

small-scale establishments. In the event that the latter occurred, the small

scale plants would probably suffer a decline in the quality of their output and
 

would be at a greater competitive disadvantage with similar regional activities.
 

In keeping with the stated policy of taking maximum advantage of the
 

principle of comparative advantage throughout the conmon market, the partici

pating states drafted a uniform industrial incentives law which, when ratified,
 

would replace national legislation on this subject. The integration program
 

also contemplated the harmonization of social legislation and monetary and 

fiscal policies among the participating countries.
 

Existing plants in certain participating countries already have begun to
 

prepare themselves for the anticipated increased competition-and increased
 

opportunity-that might result from the developing Central American comnon
 

market. This preparation has resulted in the expansion of capacity, the instal

lation of modern equipment, and utilization of technical assistance in imprvo

ing production techniques and quality of output. An important motivation for
 

these activities has been the desire by individual concerns to preempt all or a
 

substantial part of the Central American market, either by obtaining formal
 

"integrated" status, or by virtue of superior competitive ability.
 

While the integration program was designed to improve existing facilities
 

for production and to establish new plants, there was nevertheless a danger that
 

a struggle among either new or existing producers for regional predominance
 

might result in a wasting of resources. Realization of the maximum benefits of
 

specialized industrial production and the conservation of capital would require
 

not only the highest degree of cooperation among the participating governments,
 

but their deliberate rejection of investments which they deemed better suited
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to other countries in the common market. 

Many Central American businessmen have had considerable misgivings concern

ing the benefits which mir-ht accrue from the integration program. Some feared 

the competition that might result from the free movement of goods under the
 

common market. Others, while supporting the idea of regional integration, would 

have preferred the more gradual approach provided for in the 1958 treaties to 

the accelerated program inaugurated by the 1960 treaties. The Chamber of Com

merce and Industries of Cortes, representative of Honduras' industrial interests, 

stated that it did not oppose gradual regional economic integration, but did 

object to its rapid implementation. It feared that the accelerated program would 

jeopardize Honduras' incipient industrialization and would cause serious injury 

to numerous small factories that could not compete with concerns in more indus

trialized neighboring countries. l/ 

One of the missing elements in planning the integration program has been an 

analysis of the sectors of potential injury, the alternatives available to the 

injured concerns, and the financial resources that would be required for dealing 

with such cases. Apparently, the Central American governments expected that 

most of the establishments adversely affectLed by the program would either turn 

to production of other items or adapt their facilities to different lines of 

production. In either case, the injured enterprises would be eligible for tech

nical and financial assistance through the Central American Bank for Economic 

Integration. 

Protection of consumer interests.-The probable effects of a common market 

on intra-area competition have been widely debated, and there is substantial 

I/ Camara de Comercio e Industrias de Cortes, Carta Semanal, vol. XII, No. 587, 
Apr. 29, 1961, p. 1; vol. XII, No. 591, May 27, 1961, p. 2. 
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disagreement on this point. 
I/ For Central America, the competitive impact
 

would depend in large part on the resolution of the monopoly controversy dis

cussed above. 
The likelihood that new monopolies may be created in this region
 

may be substantial because of the provision in the Central American integration
 

program for the establishment of "integrated industries". 
Such operations
 

might be accorded a favored position in the area over competing activities not
 

accorded "integrated" status.
 

ECLA had argued that the increased efficiency accruing from "integrated,?
 

operations, through economies of scale and specialization of output, would
 

benefit the consumer. 
Implicit in this position were assumptions that economies
 

of scale could be achieved in many lines of production in Central America, and
 

that the cnmion market would attract the necessary capital, entrepreneurship,
 

labor, and tecbnology-that is, that it would ensure the type of investment
 

climate required for the establishment of efficient production units. 
Numer

ous ECLA-sponsored studies on Central American economic integration, however,
 

presented little evidence to support these assumptions. At the time of this
 

writing, moreover, apparently no studies had been made to ascertain if and
 

how the benefits of any possible economies of scale would in fact be passed
 

on to consumers. 

The manufactures which the Economic Cooperation Committee deemed to be
 

suitable for "integrated treatment" (i.e., enterprises in selected lines of
 

production that might be designated as "integrated" and thereby be accorded
 

the aforementioned special status) include: 
 refined petroleum; fertilizers,
 

l/ See Bela Belassa, The Theory of Economic Integration. Homewood, Ill.2 

1761, especially chapter 8. 
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insecticides, and fungicides; veterinary, biological, and pharmaceutical 

products; tires and tubes; paints, varnishes, and dyes; ceramics; glass, 

plastic, and metal containers; fisheries products; welded tubing; absorbent 

cotton; timber; and pulp and paper. Perhaps no one would suggest that any 

of these lines required only a single plant even in Central America, for the 

achievement of economies of scale. Indeed, ECLA concluded that in the manu

facture of tires and tubes, insecticides, and probably glass containers, at 

least two plants could operate economically in supplying the regional market. 

As previously noted, the establishment of monopolies has been of serious 

concern to both the Central American governments and to private investors. A
 

discussion of some possible effects of such monopolies on consumer prices in 

the participating countries follows. 

a. If demand for the product were relatively inelastic with respect to 

price, the monopoly price that the "integrated" operation might choose to set 

could remain in the neighborhood of the price of its import-d counterpart; 

under such circumstances the benefit of any economies of scale to the consumer 

would be marginal. Conceivably, some benefits might accrue to the local econo

mies from this situation by virtue of increased payments to labor and increased 

tax revenues. On the other hand, if luxury imports were to be increased by 

virtue of the large profits accruing to the monopolist, as would seem likely 

in Central America, and export earnings did not increase, these circumstances 

could aggravate the balance-of-payments problem in the country where the 

enterprise was located. 

Were the establishment of a monopoly deemed to be necessary-to encourage 

entry into certain lines of production in Central America, the member govern

ments could deem it desirable to impose price controls to ensure that some of 

the benefits deriving from economies of scale be passed on the consumer. Theto 
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Convention on a System of Central American Integrated Industries provided
 

that protocols establishing "integrated" operations could stipulate quality
 

norms to be followed by the producer 
"and other stardards...for the protection 

of the consumer" (Article XXI, b). This clause could be interpreted as per

mitting the imposition of price controls over suppliers thus accorded monopoly 

privileges. 1/ 

The difficulty of imposing price controls in Central America, however, 

would be considerable, both with respect to determining the appropriate prices 

and to their administration. Moreover, de facto "integrated" operations (i.e., 

enterprises having capacity adequate to supply the entire Central American 

market but which had not been accorded "integrated" status) were not covered 

by the Integrated Industries Convention and their operations therefore would 

be governed by the price policies of the respective countries in which they 

were located, rather than by the regional Executive Council.
 

Another limitation on the utilization of price controls is the fact that
 

the resultant prices have to to a
be high enough permit sufficient profit-

by Central American standards--to attract entrants into comparable 
 fields of
 

investment. The resulting prices, 
 therefore, might not be appreciably lower than 

those that would be established by a pure monopolist in the absence of controls. 

Thus, economies of scale in themselves would not be sufficient to maximize the 

social benefits to the consumer. 

Mobilit of labor.-The movement of persons (except political exiles) 

across Central American borders has been confined almost entirely to agricultural 

1/ Under the General Treaty (Article VIII), existing state monopolies remainsubject to internal legislation of the contracting parties and in certain instances, to the provisions of Annex A of the treaty. If new monopolies arecreated or the status of existing ones altered, are to be held between the sig
natories for the purpose of placing the intraregional trade in monopolistically
produced items under a special trading system. 

108
 



workers seeking seasonal employment, or to families seeking land on which to 

support themselves. In som cases migration has occurred without knowledge 

of the locetion of political boundaries. 

Some Central American countries actually discouraged immigration from 

within the region, although for different reasons. For example, Costa Rica 

desired to maintain the European character of its people, while in Honduras, 

the government sought to preserve available agricultural land for the growing 

local population. Another motive, in certain of these countries, was to confine 

professed economic opportunities to domestic entrepreneurs. Few, if any, 

Central Americans have migrated within the area solely to obtain employment 

in manufacturing or service industries. Intra-regional mobility of labor there

fore, probably has been limited as regards both the number of persons involved 

and the economic importance of such mobility to the respective countries. 

Provisions for freedom of movement and national treatment of persons, 

property, and capital of the Central American states in each other's terri

tories are found in both the Multilateral Treaty (1958) and the three-nation 

Treaty of Economic Association (1960). Inasmuch as these provisions do not 

conflict with the General Treaty of Central American Economic Integration, they 

presumably remain in force among the ratifying states. Nevertheless, the re

luctance of individuals to leave their own coutries, combined with the atti

tudes of the respective Central American governments towards intraregional 

migration, probably will not produce any substantial increase in the mobility of 

labor within the common market area. However, some movemeht of skilled labor 

may take place according to the comparative rewards offered for its services by 

enterprises in the member countries. 

Mobility of capital.-The flow of investments across national frontiers has 
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been a major objective of the Central American econond.c integration scheme.
 

This objective was directly related to the policy of establishing operations
 

which would benefit from the so-called "economies of scale" as well as from
 

the specialization of production. 
National treatment of Central American
 

capital was provided for not only in the economic integration agreements but 

in the respective national industrial development laws as well. l/ 

Little information is available on the flow of private capital between
 

the five Central American countries, but a certain 
amount of such investment is 

known to have taken place. For example, a Honduran watch manufacturer had in

vestments in watch factories in Guatemala and Costa Rica; the largest candy

producing firm in Honduras had financial interests 
in a similar one in Guatemala; 

and seeral Salvadorar owned properties in Honduras for the purpose of growing 

cotton and coffee. Nevertheless, the ratio of intraregional private investment 

to total foreign investment in the area probably is quite small, largely because 

of the following factors: a general shortage of risk capital in these countries, 

inadequate knowledge of investment opportunities in neighboring countries, and 

the absence of a capital market in Central America. 

The establishment of a comon market, together with a regional development 

bank for financing enterprises of importance to the area, could be expected to 

increase the flow of investments across the borders of the participating 

countires. So also would the anticipated establishment of area-wide marketing 

systems by regionally oriented enterprises. Profit-minded Central Americans, 

aided by such organizations as the Central American Bank for Economic Integra

tion, the U.S. Agency for International Development (AID), and ICAIII, pre

1/ Joseph Pincus, The Irdstrial Development Laws of CentralAmerica. Inter" 
national Cooperation Administration, Office of Industrial Resources, Technical 
Aids Branch, March 1961 
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sumably would survey the regional markets for investment opportunities. To 

foster such enterprise, various national associations of commerce and industry 

in Central America had been affiliated by means of a regional federation to 

disseminate information respecting investment opportunities throughout the 

comnon-market area. 1/ 

A change in the traditional means of capital formation also was required 

to increase the mobility of capital. There was an overwhelming preponderance 

of individually-owned enterprises in Central America, and even corporations for 

the most part were closely-neld family undertakings. Central American investors 

needed to be educated in the modern forms of business organization, where 

equities usually are widely held, rather than closely held by families. 

At the government level, joint participation in public works projects was 

to be expected. Such projects might undertake the development of electric 

power and highway facilities, as well as the improvement of navigationi and 

irrigation facilities of waterways serving more than one country. These activi

ties probably would be accorded technical and financial assistance by the Central 

American Bank for Economic Integration and other international lending agencies. 

The intraregional movement of capital was expected to be facilitated by 

the recently establised Central American Clearing House, which began operations 

in October 1961. The institutions principal objective was to promote the use 

of Central American currencies as a means of facilitating intraregional trade 

and investment. 

Promoting the economic integration program.-If a high degree of intra

regional capital flow is to be attained, private investors, both within Central 

America and abroad, need to be informed of the economic advantages of regional 

l/ The Federation of Central American Industrial Chambers and Associations 
(Federaci6n de Camaras y Asociaciones Industriales Centroamericanas-FECAICA) 
was organized in September 1960, both to promote and defend Central American 
industry. 
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integration. Although the need for promotional activities was recognized by
 

the countries concerned, little provision had been made for such activities,
 

except as contained .n the Convention Establishing the Central American Bank
 

for Economic Integration. Article 2 of the Convention 
 charged the Bank with 

promoting the balanced economic development of the member countries, and Article 

7 (a) authorized CABEI to promote investment opportunities created by the inte

gration program and to establish priority schedules for financing suitable 

projects. 

The success of CABEI'P promotional activities depends not only on the 

vision and energy of its management, but also on the policies adopted by the 

Central American states to govern regional economic development. The management
 

of CABEI, in cooperation with the Permanent Secretariat of the General Treaty,
 

hoped to work closely with the respective Central American governments in planning 

and coordinating national policies within a regional framework. 

It appeared likely that the individual countries would develop their own 

promotional activities to attract investors. For example, Costa Rica's Law for 

the Protection and Development of Industry 1/ provided that the proceeds of a 

one-percent tax on net profits of industries benefiting under this law be used 

to promote solos of nationally produced articles. 2/ To assist the respective 

governments in discovering and promoting industrial opportunities, the former 

U.S. International Cooperation Administration sent technicians to each of the 

Central American countries during 1961 to study their industrial potentials. 

In August 1961, a special meeting of the Inter-American Economic and Social 

Council was held at Punta del Este, Uruguay, to discuss measures for implementing 

1/ Ley de Proteccion y Desarrollo Industrial (article 39)
2/ Joseph Pincus, The Industrial Development Laws of Central America. Inter

national Cooperation Administration, Office of Industrial Resources, Technical 
Aids Branch, March 1961 
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the U. S. Government-proposec "Alliance for Progress". One topic on the agenda 

dealt with Latin American economic integration; a report on that subject, 

prepared by a group of experts, 2/ made the following recommendation respecting
 

the promotional aspects of integration program:
 

"In order that maximum advantage be taken of the opportunities
 
for expansion of the Latin American markets, it is important that a
 
vigorous and imaginative promotion of projects in the public and
 
private sectors be undertaken. Although there are existing agencies
 
serving promotional functions, the search for investment opportuni
ties generated by the integration of the area has not yet attained a
 
satisfactory scale. This activity should be carried out on a multi
national level. Its implementation should further the objectives of
 
the two existing economic association, and be channelled through the
 
organs of LAFTA and the Central American General Treaty, without pre
judice to any other promotion activities undertaken by one or more 
of the Latin American countries which do not belong to either of 
these groups. 

"Promotion should be carried out through an organization
 
created for this purpose, or through existing Latin American organ
isations. In the latter case, the institutional apparatus utilized
 
should have full administrative and functional autonomy."
 

Comercial treaty relations with third countries and with the GATT.--


Having only a limited number of important trading partners, the Central American 

countries had concluded few trade agreements with countries outside the region
 

when the integration program became effective. Nevertheless, they had negoti

ated a substantial number of so-called "treaties of establishment". /
 

The United States had negotiated bilateral trade agreements with all five 

Central American countries prior to World War II. During the period 1951-62, 

however, all of these trade agreements, except those with Honduras, and 

9l Salvador were terminated, each at the request of the Central American sig

/ 	CSiSer. H/X.I., 30 June 1961
 
See Appendix Table 1.
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natory. i/ The tariff concessions in the agreement with Nicaragua were 

terminated in 1938; the remaining provisions of the agreement were terminated 

when that country became a signatory to the General Agreement on Tariffs and 

Trade (GATT) in 1950. Protracted economic difficulties in Costa Rica made it 

impossible for its government to apply the terms of the trade agreement. The 

Guatemalans claimed that their antiquated customs laws and tariffs, which re

quired revision (and were revised in 1958), made compliance with the agree

ment increasingly difficult.
 

Various reasons were cited to support the Honduran request for termin

ating its trade agreement with the United States, including the observation 

that with the passage of time the agreement no longer served its original 

purpose. Officials contended that the agreement impeded implementation of the 

Honduran Government's policies: (1) by prohibiting increased taxation of 

certain imported luxury items, such as automobiles; (2) by preventing the ex

tension of increased protection to certain domestic industries; and (3) by 

preventing revisions of duties on scheduled items for fiscal purposes. The 

Government of Honduras also indicated that its participation in the central 

American common market obligated it to take the steps necessary, including 

denunciation of agreements with third countries, to bring its tariff rates to 

the level of the common external Certral American tariff. 2/ The Government of 

lj In the case of the 1935 trade agreement with Honduras and the 1937 trade 
agreement with El Salvador, the tariff concessions and those articles of the 
agreements relating to such concessions terminated. However, the general pro
visions of the agreements providing for most-favored-nation treatment in customs 
matters, national treatment in the application of internal taxes, and equitable
treatment in the administration of import policy in general, remained in effect. 
(Federal Register, Vol. 26, Jan. 20, 1961, p. 507; and vol. 27, July 3, 1962, 
p. 6253.)
2/ U.S. Department of Commerce, Foreign Commerce Weekly, Jan. 9, 1961, 

pp. 8 and 12. 
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El Salvador requested the termination of the tariff concessions in its 

bilateral agreemekit with the United States in order to make possible its full 

participation in the Central American common market, particularly with re

spect to the common external tariff. l/ 

On January 1, 1962, the United States had in force the following trade 

agreements or commercial treaties with members of the new Central American 

com on market: (1) a trade agreement with El Salvador (1937); (2) treaties 

of friendship, comerce, and navigation with Costa Rica (1851), Honduras 

(1927), and Nicaragua (1956); (3) an agreement respocting double taxation with 

Honduras (1956); and (4) investment guaranty agreements with all five coun

tries. 2/
 

Nicaragua was the only Central American country to become a contracting 

party to the General Agreement on Tariffs and Trade (GATT). Its accession 

became effective May 28, 1950. 1/ On that date, Nic iagua's 1936 trade agree

ment with the United States was terminated.. In March 1951, Nicaragua obtained 

approval from the Contracting Parties to the GATT for the establishment of a 

limited free-trade area with El Salvador under a bilateral treaty signed 

March 9, 1951 (effective Aug. 21, 1951) A/ Under the terms of this treaty, 

l/ U.S. Department of Comerce, International Commerce, July 16, 1962, p. 41. 
2/ Department of State, Office of the Legal Advisor, Treaty Affairs Staff. 

Treaties in Force3 on Jan. 1. 1962. (Department of State Publication 7327.) Dates 
shown in parentheses are those when the agreements were signed. 
I/ On Dec. 29, 1952, Nicaragua denounced the General Agreement, effective Feb. 

27, 1953, but rescinded its denunciation on Jan. 17, 1953, and requested an ex
tension of time to sign the Torquay Protocol. The Contracting Parties extended 
to June 30, 1953, the time limit for that date. (U.S. Tariff Commission, Oper
ation of the Trade Agreements Program, Sixth Report, July 1952-June 1953, 
F{eport No. 193, Second Series), pp. 25-26. 
k/ GATT, Basic Instruments and Selected Documents. Volume II, Geneva, May 1952, 

p. 30. 
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each coWtry agreed to accord reciprocal duty-free treatment to specified 

products originating in the other country. The waiver accorded by the GATT 

freed Nicaragua from its most-favored-nation obligations respecting the products 

specified in its treaty with El Salvador. l/ 

When the draft of the Central American Multilateral Treaty of Free Trade 

and Economic Integration was completed in March 1956, Nicaragua requested and 

obtained from the contracting parties to the GATT a waiver authorizing that
 

countries 
on the ccmmodities listed in the Multilateral Treaty. Nicaragua agreed 

to seek extension of the coverage of the treaty to meet GATT requirements within 
a specified time (10 years) and to submit periodic progress reports to the GATT. 

The Multilateral Treaty was signed in June 1958 and became effective a year
 

later. Nicaragu submitted its first report to the GATT 
 at its 17th Session
 

late in 1960, citing the fact that the treaty had only been in 
 operation during 
one year and indicating that the resultant lack of statistical data made it
 

impossible to show the development of trade under this treaty, Such data were
 

promised from mid-1961, whereupon the contracting parties agreed to postpone 

examination of trade developments until that year. On December 13, 1960, however, 

Nicaragua signed the General Treaty of Centrel American Economic Integration
 

which, it 
 will be recalled, superseded the 1958 Multilateral Treaty. At the 

19th Session of the GATT in November 1961, Nicaragua obtained permission to ad
just its tariff duties to the levels of the Central American common external 

tariff. However, the Contracting Parties required Nicaragua to renegotiate with 

any GATT members concerned those concessions affected by this adjustment. Re

negotiation was to take place within three years from November 1961. 

1/ U.S. Tariff Commission, Operation of the Trade Agreements Program, Tenth
Report, July 1956-June 1957. (Report No. 202, Second Series), p. 29. 
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V. THE U. S. INTEREST IN TIM CENTRAL AMERICAN COMMON MARJT 

The United States has been keenly interested in the political stability
 

and economic development of Central America since those countries obtained their
 

independence from Spain in 1921. The U. S. Government was the first non-Latin
 

American country to recognize the Federal Republic of Central America, in 1825,
 

and in the following year, a treaty of commerce and friendship was concluded
 

between the two governments. Since that time, the U. S. Government frequently
 

has given its advice and moral support to the Central American states in their
 

numerous attempts at unification, both directly and at international conferences
 

of ECLA and the inter-American Economic and Social Council (IA-ECOSOC).
 

Recent expressions of official U.S. policy toward Central American inte

gration have included the following: (a) On November 18, 1958, a statement by
 

the U. S. delegation to the Committee of 21, _/ said, in part, "We have also
 

supported a free-trade area in Central America. We have also made it clear that
 

we are prepared, through the Export-Import Bank, to consider dollar financing
 

required by regional industries in Latin America". (b) On December 27, 1958,
 

Dr. Milton Eisenhower's report to President Eisenhower recommended that the
 

United States ....... "participa.te with the five republics of Central America, and
 

Panama, if possible, in a regional conference, either at the Ministerial or
 

technical level, to stimulate public and private enterprise, and private industrial
 

enterprises, to take a positive approach in helping Central America and Panama to
 

end that new industries, guaranteed free access to the entire market of the'
 

I/ The "Act of Bogota" is the name popularly given the resolution establishing
 
a broad new social development program for Latin American countries, that was
 
signed on September 12, 1960, by the Organization of American States Special
 
Committee to Study the Formulation of New Measures for Economic Cooperation
 
(Committee of 21).
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participating countries, would be established." 
(c) At the close of the State
 

visit of the President of El Salvador on March 13, 1959, President Lemus and
 

President Eisenhower issued a joint statement reporting their agreement that a
 

Central American common market "... could make a significant contribution to
 

the stimulation of capital investment in those nations and to the steady improve

ment of the welfare of the people. 
 This subject will receive continued study
 

by the two Governments with a view to taking appropriate action to carry on those
 

sound plans already contemplated". During the latter part of 1959, the United
 

States provided certain technical assistance to Guatemala, El Salvador, and
 

Honduras, leading to the conclusion of the Treaty of Economic Association in
 

February 1960. (d) 
on March 13, 1961, President Kennedy told Latin American
 

diplomats and U.S. Members of Congress that "we must support all economic inte

gration which is a genuine step toward larger markets and greater competitive
 

opportunity. The fragmentation of Latin American economies is a serious
 

barrier to industrial growth. 
Projects such as the Central American common
 

market and free trade areas in South Ameriba:..can help to remove these obstacles."
 

l_/ It was in this address that President Kennedy proposed the "Alliance for
 

Progress" (Alianza para el Progreso) to accelerate the development of the
 

economies of the Western Hemisphere countries during the decade of the 1960s.
 

(e) On June 21, 1961, less than two months after the inauguration of the Central
 

American Bank for Economic Integration, the United States Government announced
 

the signing of an agreement for a grant of $2 million by the International
 

Cooperation Administration to that institution. 
This was followed by an authori

zation on July 13, 1961, of a Development Loan Fund credit of $5 million to
 

CABEI to private borrowers. The proceeds were to be relent by CABEI to private
 

',orrowers. The grant &nd the loan were to contribute portions of the $10
 
I/ Address of The President at a White House Reception for Latin American Diplo

mats, Members of Congress and their Wives, March 13, 1961.
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million in loans -nd grants programmed for assistance to CABEI by the U. S.
 

Government in November 
 1960. V (f) In March 1961, the U. S. Government
 

appointed a Regional Economic Advisor for Central 
America, with headquarters
 

at Guatemala City, to serve 
a s liaison with the Permanent Secretariat of the 

integration program and to keep this government informed of its progress. 

In July 1962, a regional mission of the Agency Or International Development
 

was established near 
the Permanent Secretariat of the General Treaty in 

Guatemala City, to coordinate U.S. assistance with the integration program. 

U. S. Government policy toward the Central American economic integration
 

movement, as well as 
 toward the Latin American Free-Trade Area (LAPM), may
 

be summarized as that of favoring the formation of these regional economic
 

unions so long as they meet the following criteriai (1) They are to be eco

nomically sound; 
 (2) they are to expand trade and advance the welfare of the
 

peoples (3) they are to be 
consistent with the provisions of the General
 

Agreement on Tariffs and Trade (GATT).
 

Measured against the long and unsuccessful history of Central American
 

integration, accomplishments of the present program are 
substantial. As 

mentioned in Chapter I, this degree of progress has been due mainly to a shift 

in concept of regional unification from the political to the economic.
 

The principal factor :favdring 
the successful economic integration of five 

countries of Central America appears to be the Central American Bank for Economic 

Integration, with its facilities for promoting and financing economic develop

ment, including its services as an intermediar with foreign and international 

lending institutions. The United States, in providing financi&l, technical, 

and political support to the Central American economic integration program, 

_/ Department of State Press Release No. 627, of November 3, 1960 
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and especially to CABEI, has created a new environment for advancing and en
couraging the economic unification of the countries of Central America. The 
financial and technical elements of this support had been missing from the 
earlier Central American integration efforts. 

U. S. Trade with Central America 

The United States occupies a predominant position in Central America's
 
international transactions (Table 27). This situation applies not only to the 
area as a whole but to the individual countries as well (Table 28). 

The traditional import surplus in U.S. trade with Central America which 
prevailed prior to World War II had disappeared by 1939 (Table 29). 
 During
 
1939-41, a new trend appeared to be emerging: a rate of growth of U. S.
 
exports to Central America greater than that of U. S. imports from Central
 
America, resulting in growing U. S. 
 export, surpluses. This development was 
interrupted by the effects of United States entry into the war. Notably, 
these effects included a decline in U.S. exports accompanied by a sharp
 
rise in imports from the 
Central American countries as the latter added stra
tegic materials to their traditional shipments to the United States and at the 
same time improved their terms of trade with this country.
 

In the immediate postwar years 
1946-49, U.S. exports ag~in. surged ahead 
of its imports from Central America and produced substantial export surpluses
 
($38.8 million in 1947), 
But once more this situation was interrupted by an
 
emergency--this time the United Nations police action in Korea, in which the 
United States played a key role. Thus, during 1950-54, the bilateral inter
change of merchandise with Central America again generated sizeable U. S. 
import surpluses ($37.2 million in 1953). 
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TABLE XXVII. 

Central America: Summary balance of payments, tota: 
and with the United States, 1959 

(In millions of dollars) 

Item Total 
With the 
W 
U. S. 

Goods and services: : -60.0 : -69.7 
Trade balance------------------------- -- ---- -- -33.7 
Total dervices -------------------- : -6o.o : _/ -36.0 

Private capital----------------------- : 24.0 10.1 

Official long-term capital and grants: 13. : 28.6 
Grants --------------------------- 24.5 : 24.5 
Loans (net)----------------------- 7.3 : 4.1 
Other capital--------------------- :/ -18.5 : 

Total transactions------------------------ -33.3 : -31.0 

l/ Estimated by applying the ratio derived from Guatemalan data on its bilateral 
balance of payments with the United States in 1960 (Banco de Guatemala, 
Iemoria PAnual Y Estudio Economico-1960 Guatemala, 1961, pp. 131 and 154). Net 
service payments to the United States represented some 60 percent of the total 
for Guatemala in that year. 

Represents mainly increased subscriptions to Bretton Woods Organizations
 
or dealings in World Bank securities.
 

Sources: Based on data in International Monetary Fund, Balance of Payments 
Yearbook; and Agency for International Development, Economic Data Book for the 
Countries of Latin America. 
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TABLE XXVIII.. 

Central America: Partial balance of payments with the United States, by country, 1959 l/ 

(In millions of U.S. dollars) 

Costa RicaItem E1 Salvador : Guatemala : Honduras : Nicaragua : Total 

Merchandise: 

Exports, f.o.b.------------------- :
 

40.3 40.3 64.6 : 37.3 : 19.6 202.1Imports, c.i.f.---------------: -50.1 : -44.2 .- 73.7 : -3.0 -4.8 -235.8Trade balance ------------- : -96: -3.9 : -9.1 : 4.3: -15.2 : -33.7 
Selected capital transactions:
 

Private capital (net) ---------- : -0.7 
 • -5;8 : 19.8 : -4.2-L: 1.0 : 10.1Direct investment -----------: _ : 1. : -3.Portfolio investment -------- : : 13.0: -0.2 : -2.9 : 3.5Short-term ----------------- : -0.5 -2.9 
: -0.2 : -1.2 : -1.0 e: 0.3 : -1.0 2.2 : -1.9 

Official grants and loans: 7.4 : 1.0 : 10.1 4. 28.6 
Grants ----------------------- : 59 1.0 1.7 35 245Loans received (net)----------: 1.5 : 
 - : -0.6 : 2.2 : 1.0 : 4.1Development Loan Fund--------: :  : 0.1 : .4: -Export-Import Bank---------- : 3.0 : 

: 0.5 
- : 0.1 : 1.0 : 1.2 : 5.3Mutual Security Program ----- :  : - : - : 1.3 :  : 1.3Repayments --------------------- : 1.5 3/ 0.8 0. . 

Development Loan Fund------ : - - : - : 3: -Export-Import Bank ---------- : 1.5 : : .8 : 0.5 : 0.2 : 3.0 
Excludess data on travel, investment income, and services, as no separate data for transationsU.S. are available. The movements with theof private capital respecting partfolio investments and short-term changeswere assumed to be transactions with the United States. 

Z/ Negligible. 
 3/ Less than $50,000.

Source: Based on data in International Monetary Fmd, Balance of Payments Yearbook; and International 

Cooperation Administration, Economic Data Book for the countries of LatinAmerica. 



TABLE X=IX.
 

United States: Balance of trade with Central America,
 
1935-60 1/
 

(In millions of dollars)
 

Year Exports : Imports : Balance 

1935---------------: 16.9 : 23.0 : -6.1
 
1936----------------: 17.6 : 24.6 -7.0
 
1937---------------: 24.2 : 31.2 : -7.0
 
]938--------------: 24.8 : 2T.5 : -2.7
 
1939------------- : 32.3 : 30.7 1.6
 

1940------------- : 38.2 : 34.4 : 3.8
 
1941 ---------------- 46.6 : 6.2
: 40.4 

1942---------------: 31.9 : 43.3 : -11.4
 
1943 --------------- 40.6 : 49.5 : -8.9
 
1944---------------- 45.5 53.4 : -7.9
: : 

1945 ---------------- 57.9 65.8 -7.9
: : 

1946---------------- 90.9 72.8 : 18.1
: : 
1947---------------: 151.6 : 112.8 58.8 
1948---------------: 146.6 123.1 : 23.5 
1949---------------: 141.6 127.3 : 14.3 

1950---------------: 142.7 : 169.3 : -26.6 
1951---------------: 175.3 200.0 : -24.7 
1952---------------: 178.3 : 202.2 -23.9 
1953---------------: 180.5 : 217.7 -37.2 
1954---------------: 199.2 212.6 : -13.4 

1955------------- : 218.7 208.3 10.4
 
1956---------------: 247.3 : 195.4 : 51.9
 
1957---------------: 260.0 : 207.3 52.7
 
1958---------------: 236.9 : 199.2 37.7
 
1959---------------: 201.6 175.0 26.6
 
1960--------------- 212.3 : 179.2 33.1
 

_/ Exports of domestic merchandise; imports for consumntion, unadjusted for 
the undervaluation of banana imports. 

Source: Official statistics of the U.S. Department of Commerce. 
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From 1955 on, the U.S. balance of trade with Central Amerfca turned 
strongly in favor of the United States. The principal reasons for this trend 
were that (1) the terms of trade between the two areas improved considerably 
for the United States; (2) while Central Americaincreased the number of 
suppliers of its principal imported commodities, the United States neverthe
less was able to maintain a leading position in supplying the Central Ameri
can markets. On the other hand, Central American sales to the United States 
declined because of increasing competition from other Latin American countries
 
and from Africa, and because of increased Central Ame:ican marketings in
 
Western Europe (particularly in the Federal Republic of Germany and in Italy), 
Japan, and within the Central American area itself.
 

The foregoing shifts in the Central American trade balance with the 
United States are summarized below; annual averages for the periods shown
 

are stated in millions of dollars;
 

Central American trade with the United States
 
in selected periods, 1935-60
 

Period Exports Imports l/ Balance 

1935-38--------------------
1939-41--------------------

20.9 
39.0 

26.6 
35.2 

-5.7 
3.8 

1942-45---------------------
1946-49--------------------
1950-54--------------------
1955-6o--------------------

44.0 
132.7 
175.2 

229.5 

53.0 
109.0 
200.4 
194.1 

-9.0 
+23.7 
-25.2 
+35.4
 

/ Unadjusted for undervaluation of banana imports. 

In spite of the marked shifts both in the value and in the balance of
 
trade between the United States and Central America during the years 1935-60
 
the relative share of Central America in total U. S. merchandise trade on the 
whole has been remarkably stable. U.S. exports to the five countries combined
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rcnained less than 1.5 percent of total U.S. exports; likewise, aggregate 

U.S. imports from Central America have rarely exceeded 2 percent of total
 

UMS. imports. The major change in the pattern of trade during the entire period 

1935-60 has been that, since 1946, Guatemala has replaced Honduras as the
 

leading Central Americari customer for U.S, exports; during the same 
period, 

Guatemala was the leading Central American supplier of U.S, imports. 

Trade between the United States and Central America has consisted of the
 

exchange of U.S. final manufactures and intermediate products for Central 

American food crops (coffee, bananas, sugar), 
forest products (lumber, chicle,
 

and at times rubber and abaca), and metal ores (silver, lead, zinc).
 

U.S. imports from Central America.--United States purchase from the 

Central American countries have consisted of a relatively few primary products-

agricultural, forest, and mineral--which have relatively low but widely
 

fluctuating unit values. 
As shown in Table 30, such items accounted. fr
 

97 percent of the value of 
U.S. imports from Central America in 1960. The
 

major commodities imported, in descending order of their value, were coffee 

beans, bananas, beef, soluble coffee, cane sugar, shrimp, cocoa beans, lumber, 

sesame seed, chicle and lead ore.
 

United States imports for consumption from Central America, unadjusted 

for undervaluation of banana imports, rose sharply in the years 1946-53, when 

they grew at the rate of about 17 percent annually. However, the longer-term
 

growth rate, for 1946-60, approximated only 7 percent a year, reflecting a 

decline in U.S. imports from Central America since 1953, These imports 

(unadjusted) were valued at $73 million in 1946, they reached a peak of $218
 

million in 1953, and declined in subsequent years, falling to $175 million in
 

1959. In 1960 they rose slightly to $179 million. 
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TABLE XXX. 

Items for which U.S. imports for consumption from each of the five.Central American
 
countries aounted to $100,000 *or more in -960 / 

Tariff . 5.hedule
Para- ;A Commodi-: 
 Commodity description 
 Foreign Value
graph iy Class 
 (abridged)
Number ;Number 
 Guatemala:E1 Palvador: 
 Honduras :Nicaragua:'Costa.Rica -Total


:$1,o$0 : $,ooo : ,$,00000,o $1,00 : 

701 0018 500 : Boneless beef: 


; : Fresh, chilled or frzn. 
: 

- 1,268 3,1141761 
-. 5,220 : 9,60200283 250 : Rock lobster (crawfish)
* : :
tails: Not canned------
 - : - - : 317 : 3170087 200 : Shrimps & prawns-------- : 111 : 4,214 - 134 : 1461618 : 1300 000 : Plantains- gr. or r.pe--: 241 : 4,846 
- : 130 :
1301 000 : Bananas, gr. or rip- 2/-: -: 1308,277 :

758 - 12,261 : 220: 1351 000 : Coconuts. in the sh 11--: 
8,463 : 29,221 '0 

-317
1653 : : 1501 300 : Cocoa or cocoa beans----: 191 : - 317: - / 3,413 3,604776 ; 151± 300 : Coffee essences, suLsti-:
: : tutes & adulterans---..: 
 3,405 4,097 : -
. 

1654 : 1511 000 Coffee, raw or green 
: - : - : 7,502.. 1/40,764-: 22,337 : 13,474 :1768(2): 1530 000 8,423 14,150 :101,148
" 
Cardamon seed----------: 224. - : - :  : 224501 : Cane or beet sugar:.
 

1610 009 : -Testing by the polari: scope, not above 100%--: - ::: .3_/1,555 : _/ 728 : 2,283SLi610 960 : -Testing by the polari- :
* : scope, nou above 96%---: - 370 : ,: 3/2,279 : - : 2,6491610 970-. -Testing by the polari- :
* : scope, not above 97%---: - : 370: :1610 990 : -Testing by the polari-: 
- : -: 370 

: : scope, not above 99%---
: 

: : -/:_ 117 : 467 : 584
502 : 1640 000 : Molasses not used foi : 
the extraction of sugar;

or for human consump--;: :: 
:tion. (incl.blackstrap): 
 - -: 135:
- -: 135 

:Cont'd 



TABLE XXXI.
 

United States: Total and major imports from Central America, 1946-60
 

(In millions of dollars)

$ : 

Year Total : Coffee (green) i Bananas : All other item. o 
I PercentTea :/Total sPercent ofv I value Percent of 

. Total I 1 of Total i a Total 

t 3 3 

1946- 102.2 t 41.0 t 40.1 44.6 : 43.6 a 16.6 : 16.2
 
1947- 1 162.6 1 69.8 : 42.9 70.1 1 43.1 t 22.7 s 14.0
 
1948-----: 181.2 : 78.1 : 43.1 a 79.0 1 43.6 3 24.1 : 13.3 
1949- : 189.3 3 86.1 a 45.5 t 83.9 t 44.3 t 19.3 : 10.3 
1950-: 238.1 : 125.3 , 52.6 1 92.3 1 38.8 1 20.5 z 8.6
 
1951- : 271.2 s 155.1 t 57.2 88.5 32.6 1 27.6 t 10.2
 
1952-: 265.1 t 156.5 : 59.0 81.1 t 30.6 t 27.5 t 10.4 
1953-3-- 275.3 t 167.1 , 60.7 83.2 1 30.2 a 25,0 t 9.1
 
1954---- 263.0 3 162.3 : 61.7 a 74.5 1 28.3 a 26.2 1 10.0 
1955- : 249.0 : 162.1 : 65.1 64.0 t 25.7 a 22.9 t 9.2
 
1956-- 243.4 9 141,2 : 58.0 75.4 1 31.0 a 26.8 : 11.0
 
1957- : 260.8 t 146.8 t 56.3 t 77.8 29.8 t 36.2 : 13.9
 
1958-1-258.5 s 137.3 : 53.1 76.6 33.5 1 34.6 : 13.4
 
1959- : 202.7 : 107.8 1 53.2 1 54.8 t 27.0 1 40.1 : 19.8
 
1960-.-: 210.4 8 101.1 48.1 9 60.4 t 28.7 3 48.9 t 23.2 

./ Based on estimated undervaluation adjustments made by U.S. Department of 
Comeroe, Office of Business Economics, Balance of Paymnts Seotion, as adapted 
by ICLA to U.S. imports from Central America. (See "Central America's Post-War 
Exports to the United States", UN, Economic Bulletin for Latin America, Vol. V, 
No. 2, November 1960, Appendix Table II. 

Souroe Based on official statistics of the U.S. Department of Commeroe.
 



TABLE XXX. (Cont'd) 

Tariff :Schedule A:
Para- : Commodity: Commodity description : Foreign Valuegraph i. Class 
 (abridged)
Number Number 	 :
 
:Guatemala:E1 Salvador: 
 Honduras :Nicaragua:Costa Rica: 
Total
 

$1 000.: $1,000 : 1,000 
 1 : $000 :1mo
 
1803(1): 4204 400 :Hardwoods: 6/ Mahogany


other than not further 
manufactured than sawed
and flooring-------- : 

405 : 4209 580 :"Other!' hardwood ply-* 	 ::woods ------------------ : 134: 
4209 790 :Veneers: Hardwood: Other ::than Philippine hardwood: 
 - : 

391 : 6503 000 :Lead-bearing flue dust
 
:: 	 matters & ores of all : 

: kinds (recoverable)-----:
16 15(g): 	 246 :
9850 680 :Repairs and alterations 
 .
 

: 	 : on articles exported for: :
that purpose, & metal 

: 
 : articles 	(except prectous.: 
: : 

stones) manufactured or : 
::
 
•
 

processed in U.Sc & ex- : :: 
 : ported for further pro- :
: 	 : cessing, and the export.: 
:: 	 ed article, as processed:returned to US. for* 	 : further processing-----: 

1615(a): 9919 900 :"Other" U.S. articles 


: 
 : returned---------------: 829 :

1615(b): 9920 500 :Metal containers of do- : :
 

mestic or foreign manu- :: 
: : facture, exported empty
: 	 : & ret t d filled, or ex- ::
: 	 ported filled & returned. 

em•t .r filled ._---

: : 

: 177 : 965: 117 : 1,259 
- : - 134 

" - - 134: 134 

c 
" 957 : - - 1,203 "V 

H 

: 

: • 

-: : - 144: 144 

200 : 224 : 197 : 591 : 2,041 

: 
214 113 ' 327 

(Cont'd)
 



TABLE XXX. (Cont'd) 

Tariff :Schedule A:
 
Para- :Commodity Commodity description : 
 _Foreign 
 Value 
graph : Cla;s (abridged)
IlLzmber : Nzmnier : :Guatemala:El Salvador: Honduras :Nicaragua:Costa Rica: Total
 

Total of items listed--: 56;330 : 31,715 : 32,226 : 20,071 33,553 : 173,895 

: . Percent of total------- 96.8 98.7 : 97.5 : 96.3 : 95.9 : 97.0
 

Total of imports-------: $58, 60 : 32,134 : 33,065 : 20,832 : 34,986 : 179,183 

i/ Prcliminaryr

/Values not adjusted for undervaluation
 

Revised .Ca 
Includes imports of beet sugar, reported u.nder a separate Clzs ,o. 158 O--etc,, prior to 9/1/60o

5/ No imports of b.-et sugar prior to 91/o0. 

o! i.e. boards, planks, deals, flooring, sicing, and , rough, planed, or dressed or otherwisepro.:essed but not further manufactured and g;rooved 

"ourcc: Compiled from official statistics of the U. S. Department of Commerce. 



Table 31 shows U.S. imports from Central America during 1946-60 adjusted 

for undervaluation of bananas. Three main trends appeared in the data for 
these years: 
 (1) After 1948, coffee replaced bananas as the United States'
 

major import from Central America; (2) since 1957, U.S. imports of "all other" 

items from Central America;bi4me increasingly important, and (3) as a result 

of greater diversification, the proportions accounted for by coffee and bananas 

in U.S. imports from Central America declined in the years 1956&69o The
 

importance of these 
changes to future U.S. imports from Central America are 

examined below. 

Cofee.--The principal economic characteristic of coffee has been the 
sharp fluctuations in its price, 
This is reflected in Table 32, which shows
 

the trends in quantity, value, and unit value of U.S. imports of green coffee 
from Central America during the years 1946-60. In the past decade, U,.S. imports 

of green coffee from Central America and from the rest of Latin America 

declined while those from .Africa increased as shown below 
in million pounds
 

U.S. importsof reen coffee from major supplying areas, 
selected perio4ds 19TL6-5 8, and annualy 1959-60 

From Central . From rest of
Total : America :4atinAmerica 

: 
Period quan- :Quan- : From Africa: Per- : Quan- : Per- : Quan- : Per

:ity : t1-i_ L. cent : tity : cent : tity : cent 
1946-49 average------.: 2,730 : 279 : 10 : 2,392 .37 : 53 1 21950-54 average-'--: 2.,572 : 314 : 12 : 2,089 : 81 159 : 61955-58 average----: 2,711 : 279 : 10 : 2,055 76 : 359 : 131959----------------
 3,065: 285 
 : 9 : 2,366: 77 401 :1960 --------------- : 2,917 267 : 9 : 

: 13 
2,129: 73 : 494 17 

Various factors accounted for this shift, including (1) larger Central 
American coffee exports to Western Europe, particularly to the Federal. Republic 
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of Germany and Italy; (2) a declining per capita consumption of coffee in the
 

United States (from an average of 20.1 pounds in 1946 to 15.9 pounds in 1959);
 

and (3) a growing price disparity between the mild and the harsher varieties,
 

resulting in increased use of the less expensive harsh coffee both in domestic
 

blends and in the expanding manufacture of soluble coffees. The prmium 

quality of Central American coffees, as compared with coffees from other
 

suppliers entering the U.S. market in 1960, was reflected in their comparative 

unit values, as follows:
 

Average price 
Supplying area per pound 

Central America--------- 37.50 
Rest of Latin America- 36.1 
Africa------------------ 25.1 
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TABLE XXXI. 

United States: Total and major imports from Central AnericaL_1946-60 

(In millions of do.lslas) 

Yera : Coffee_(reen) Bananas A.11 other items 
Yea r Tot a l - - - - - r e e n , _ 

' Percet Value Percent ofTotal Percent oal; 
_bta.l of Tota.1 Total
 

1946--- 102.2 41.0 40.1 4)1 
 36.6.2661947----: 162.6 
 69,8 42.9 : 70I 3.1 22,.7 14,o01948-..-: 181.2 
 78.1 43.1.' 79,0 4s3.6 211.1 13.31949-----: 189.3 "86,1 45 ,5 83.9 44,3 19,3 10.21950-..-: 238.1 :125.3 
 52.6 92.3 38.8 20.5 8.6
1951-----: 271.2 1-55o1 572 -88.5 32,6 ; 27.6 10.2
1952-----: 265,2- 156.3 59.0 81.1 30,6 27.5 10.41953-----: 2753 167 i 6037 83°2. 30,2 25-0 : 9.11954----.: 263.0 : 162.3 617'1 714, 5 1 28,3 26,2 10,01955---: 249.0 162i 2 65,1 : 64.0 : .25°7 22.9 : 9.,21956-----: 243.4 141. 2 : 58.0 75,4 " 31-0 26. 8 " 11.0•1957-----: 260.8 
 146.8 ' 56.3 •77 8 *29,8 36.2 : 13.91958-----: 258.5 
 137.3 53 -.- . 86.6 3.35 3h.6 1:3.41959----: 202.7 ; 07.8 
 53.2 '5..8 27.0 4c.1 1981960-: 210.4 : io..i 48.1 6o,4 287 48,9 23,2 
i/ Based on estimated urlervaJuation adjustments made by US. Department ofCommerce, Office of Business Econ'omics, Balance of Payments Section, as adaptedby ECLA to U.S. imports from Central America.( See "Central Americals PostA.WsrExports to the United States", U.N, Economic Bulletin[or Latin America Vol. V,No. 2, November 1960, Appendix Table I I, 

Source: Based on official statistics of the UJ.S, Department; of. Commerce. 
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'TABLE XXX 1.,
 

United States: ..2orts of green coffee ro.! Central AmericaL
 
19 h 0 

Yr Q y Unit : Indices: 1953=100 

Year Quantity ValueQuantity Vu Unit 

. .............. 

______________ 

(Million 
: pounds) : 

_value

MfiII 
_onlars) 

(,Cents per 
_po nd) 

1946------- : 
1947-----------

233 
285 

: 41.o 
.:8 

17.6 
24.6 

" 
: 

69 
84 

" 
: 

25 
42 

: 
: 

36 
50 

1948------- : 
1949--------: 
1950---------: 
1951-------- : 
1952 ----------
1953-------- : 
1954-------

294 
305 
330 
319 
319 
338 
264 

: 
: 

: 

: 
: 

8, 
86,i 

125z3 
1551 
156, '5 
167.1 
1623 

: 26,6 
28M2 
38,.0 
48.6 
49.1 
49.4 
615 

: 
: 
: 

: 

87' 
90 
98 
94 
: 

i00 
78 

: 
: 

94 
: 
: 

47 
52 
5 

93 

100 
97 

: 
: 
: 
: 
: 

54 
57 
Y7 
98 
99 

100 
124 

1955----..--: 298 : 162,'l 544 88 97 : 110 
1956--. r; 244 : 141.2 58.2 : 72 84: 118 
1957-.-.-: 
1958------ : 

268 
305 

: 
: 

146.8 
137o3 : 

54.8 
45.0 

: 
: 

79 
90 

: 
: 

88 : 
82: 

iii 
91 

1959----------: 
1960----------: 

285 
267 

: 
: 

107o8 
101.1 

: 37.8 
37.9 

: 
: 

84 
79 

: 
: 

65 : 
60: 

77 
77 

2ource,: .. Based on otfhiaL., h .Department .oA7 Commerae asreported (through 1959) in "Central America's Post-lar Exports to the United
States", UN, ECLA, Economic Bulletin for Latin Ainerica, Vol. V, No, 2,
October 1.960, Data for 1960 added by the author. 
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The marginal production of coffee in Central America has had little or no 
influence on the world market for this commodity. The regional economic inte

gration program, therefore, probably would have little effect on the Volume 

of Central American coffee exports; however, it could assist in the promotion 

of this product abroad and in the presentation of a uniform area position at 

international conferences. More effects ondirect the supply and price of 

coffee might be realized through a Latin American union, or an international 

commodity arrangement on coffee production and trade. 

The United States at times has imported soluble soffee to supplement
 
domestic output. 
 For example, the United States imported nearly 5.,000,000 

pounds in 1960, valued at $8,2 million. Almost all of these imports came
 

from El Salvador, Guatemala, and Mexico. 
 The unit value of imported soluble 

coffee, shown:below, was four to five times that of the high-quality green 

coffee purchased from Central America. 

Quantity Value Unit value 
(10 (Dollars_1"0 


pouds) dollars) per pound) 
El Salvador---------------- 2,062 4,097 1.99Guatemala ------------------ 2,047 3,405 1.66Mexico--------------------- 513 635 
 1.24

Other countries-------------- 73 .39 

Total--------------

Bananas. -- While the importation of bananas into the United States in
 
general increased both in quantity and value 
during 1946-60 (Table 33), the 

amount imported from Central America in general declined after 1947. The 

dichotomy of trends reflected mainly a shift in U.S. suppliers, and to some 

extent, increased Central American marketings in Western Europe. Thus, 

whereas Central America supplied 65 percent of the quantity and 68 percent
 

of the value of U.S. imports of bananas, in 1947, by 1960 these proportions 
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had fallen to 38 and 37 percent, respectively. In that year, U.S. imports of 

bananas from Ecuador, in both quantity and valueo exceeded those from all 

five Central American countries combined, as shown below: 

Foreign 
Quantity value 
.(i3ooo 1 000 
pdollars)
 

Ecuador------------------------- ,751 30,948 

Central America -------------- 1,370 29.221 
Honduras-------------------.... 12;26a 
Costa Ricaaaaaaaaaaaaaaaaa- 369 8,463 
Guatemala-------------------- 376 8,277 
Nicaragua--------------------- . 220 

Panama ------------------------- 5 578 13,159 

Dominican---------------------- 176 4,169
 

Other -------------------------- 49 1140 
Total---------- 39278,639 
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TABLE XXXIII,
 

United States: Total imports of bananas and imports 
from Central America, 1946-1960 

(Quantities in millions of pounds; values in millions of dollars) l/
 

YaTotal From Central Percent from
YearQ:y.f 
 America Central America
 
Quantity ForeigFri-: Quantity

value :. 
Foreign 
value 

Quantity Foreign 
value 

1946-----------
1947 -------- .:1948 ---------
1949---------
1950-----------
1951----------
1952----------
1953----------

2,500 

2,904
,080 

3,200 
3,256 
3,287 
3,367 
3,463 

: 71 
103 
119 
137 
151 
155 
159 
163 

1,477 
1,895 
1,950 
1,844 
1,845 
1,769 
1,621 
1,664 

: 

: 
: 

45 
70 
79 
84 

.92 
89 
81 
83 

59.1 
65.3 
63.3 
57.6 
56.7 
53.8 
48.1 
48.0 

63.4 
68.0 
66.4 
61.3 
60.9 
57.4 
50.9 
50.9 

1954-----------
1955--------: 
1956 ----------: 
1951------------: 
1958----------: 
1959 ----------: 
1960----------: 

3)336 
3,267 
3,298 
3,344 
3,364 
3,541 
3,924 

: 

: 
: 

162 
161 
165 
188 
189 
149 
161 

: 
: 

1,432 
1,255 
1,461 
1,378 
1,535 
1,302 
1,477 

: 

: 
. 

75 
64 
75 
78 
87 
55 
60 

: 
: 
: 

42.9 
38.4 
44.3 
41.2 
45.6 
36,8 
37.6 

46.3 
39.8 
45.5 
41.5 
46.0 
36.9 
37.3 

Values 

Source: U.S. Department of Commerce, 

' adjusted fer undervaluation. 

Balance of Payments Supplement to the 
Survey of Current Business, as adapted by ECLA (see source to Table 32). 
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The shift in the source of U.S. banana imports reflected a transfer of
 

U.S. direct investments from Central American to lower-cost Ecuadoran opera

tions. There is 
reason to believe that the output of bananas in Central
 

America during the period 1960-70 will tend to stabilize at around 1960 levels,
 

so that Central American earnings from such exports will a functionbe mainly 

of price. 

In the past, declining quanta of V.S. banana imports frequently were 

accompanied by stable or rising prices. The relative stability of banana 

prices according to ECLA, to have a"appears reflected consci6uarpricing 

policy, feasible when a few large producer-exporter companies maintain close
 

corporate ties with those predominating in the importing and, distribution 

sectors." I/ With the shift from bananas to coffeesas the mh~or export from 

Central America, the area's economy became much mote vulnerable to external 

market fluctuations that were largely beyond its control. The need to develop 

alternative exports has become increasingly apparent in recent years. 

All other products,---,Apart from coffee and bananas, there were only a 

few items of significance in the U.S. import trade with Central America 

during 1946-60 (see Table 34). Although the value of these remaining imports
 

into the United States trebled between 1946-6.d 1960, their share percentage

wise increased only from 16 percent to 23 percent of tota 
U.S. imports from
 

Central America.
 

_/ "Central America's Post-War Exports to the United States", in UN, ECLAEconomic Bulletin for Latin AmericE. October 1960, p.25, See also "The Inter
national Banania Market--Its Evolution 
for Latin America October 1958, pp. 

and PProspects", 
13-34, for a 

in Economic Bulletin 
discussion of the pricing 

and marketing of bananas. 
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The composition of "all other" imports from Central America has been
 
changing in recent years. 
Thus, abaca, produced during World WarjI under
 
contract with the U.S. Government, almost disappeared from the list by 1960.
 
By that time, the United States also was importing lesser amounts of citronella
 
oil and chicle as substitute materials and suppliers had become available.
 

On the other hand, imports of Central American beef, soluble coffee, sugar,
 
seafood, cacao beans, 
sesame seed, and lead and zinc ores 
increased appreciably
 

while small gains were noted for lumber and silver, 1/ These commodities,
 

individually and collectively, were not expected to attain major Importance in 
U.S. trade with Central America during 1960-70. The possibilities for limited
 
increases in such trade during this period appeared to be confined to a flw
 
items, such as shrimps, lumber, beef, and soluble coffee. g/ 
The possibilities
 

for increasing the production of these commodities would be enhanced by the
 
coordination of pertinent public policies and private investments on a regional 

basis. 

The principal effects of the Central American economic integration program
 
on the member countries are expected by its proponents to be the stimulation of 
new manufacturing industries and of increased trade within the common market. 
Adoption of a common external tariff, elimination of trade barriers between
 
member countries, esta'blishment of new industries, and a variety of other 
measures designed to promote a rise in incom 
employment, and investment levels
 
generally together are to ensure a greater degree of intraregional inter
dependence than in the past. 
As the development of existing and new products 

/ Cotton has become an important export from Central America 
but its
principal market is Japan, virtually none coming to the United States.
2/ A good brief analysis of the U.S. market for these residual products is
contained in Dwvid Pollack's article, "Central America's Post-War Exports to
the United States" appearing in UN, ECLA, Economic Bulletin for Latin America,
Vol. V., No. 2, October 1960, pp.- 36-49. 
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TABLE XXXIV. 
United States: Imports of "all othe.' 
items from Central America,
 

in selected postwar years
 

(Value in millions of dollars; value of imports is foreign value)
Item. 

..: 1946 : 1950 1954 1958 : 1960 

Beef / ---------------------- : - : -	 : 0.6: 9.6Soluble coffee--------------
: - :
- - 6.3: 7.5Sugar---------------------
 : 0.2 : 0.6 : 1.0 : 
2.0 : 5.9
 
Seafood../-----------------: 
0.4 : 1.4 : 
 0.1 : 1.8 : 5.2:
Cacao beans ----------------
: o.9 : 1.4 6.5 : 3.8 : 3.6Siive --------------------- : 2.8 : 3.6 : 4.5 : 3.1 : 2.6

Sesaifte seed--------------- : 0.4 : 0.9 : 2.5: 2.3 : 2.4
Lumber---------------------
: C.9 : 1.2 : 1.5 : 1.8 : 1.6
Chicle----------------------: 3.0 : 
0.8 : 
0.9 : 0." : 1.2
 
Lead ore-------------------: 
 -: 0.7: 0.7 : 1.6: 1.2
Zinc ore------------------- : : u3/ • o.8
0.2 1.1 
Lemongrass oil--------------: 0.2: 0.3: 
 0.4; 0.6: 0.5

Citronella oil-------------
: 1.5: 
l 	0: 0.1 : 0.4: 0.2
Abaca fiber------------------
: 1.5: 4.0 2.6 : 2.9 
 3
Miscellaneous---------------
: 4.8: 4.6: 
 5.2 : 6.0 66
i'oal ......- :16.6 : 20.5 : 26.2 : 34.6 :Total-------------------:1. 	 48,9..	 5 2.2 3. 8. 

/ 	Fresh, chilled, or frozen.

Mainly shrimp; some lobster.


/ Less than $50,000
 

Source: 
 Official data of the U. S. Department of Commerce, as compiled
by ECLA for years 1946-58, "Central America's Post-War Exports to the United
States", op. cit., Table 13. 
Data for 1960 added by author.
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in the Central American area is intended to be principally for the purpose of 
increasing consumption within the region, Central American exports to third
 

countries may be expected to benefit only casually from the economic integration
 

scheme. The literatfire on the Central American common market, especially
 

ECLA reports, tend to 
emphasize the import-substitutive orientation of the
 
integration program. 
 It seems reasonable to conclude, therefore, that the
 
integration program 
will provide few, if newany, products for export to the 
United States. However, some firms intending to establish plants in Central
 

America conceivably might 
find it practicable and profitable to sell a portion 
of their output in other areas of Latin America because costof advantages
 

presumably obtainable the
in common market from economies of scale.
 

In the case of certain 
raw materials, the integration scheme could
 
actually bring about 
a decline in U.S. imports from Central America. In
 
anticipation 
of the presumed advantages of a Central American economic inte

gration, some firms shown
U.S. have an interest in establishing branches or
 
subsidiaries 
 in that area, to produce with local materials, for the regional 

market, items previously exported from the United States. 
To some extent,
 

therefore, local consumption by such new plants might reduce exports of Central 

American raw materials to the United States,
 

U.S. exports to Central America.--U.S. merchandise exports to Central 
America are determined by Central America's ability to import from this country
 

and by the competitive position of U.S. merchandise in Central American mar

kets. Central America's capacity importto from the United States, as 

measured by the value of exports and the terms of trade (Table 35), declined 
rather steadily between 1953 and 1960. 
This decline was due partly due to the 

deterioration of world prices for Central America's leading export commodities. 
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At the same time, the requirements for imports rose substantially in 

Central America, so that serious balance-of-payments probleme developed in 

the various countries and their economic growth was retarded. 

Commodity experts expect that the prices of major Central American 

exports will remain depressed through 1965, but will improve in subsequent 

years because of more effective international commodity arrangements, a larger 

w4orld population and rising incomes, and improved conditions of production, 

(such as the application of new technologies, the increase in output of disease

resistent varieties of agricultural products, the development of storage and 

transportation facilities, and other cost-reducing improvements). It seems
 

likely, therefore, that barring any substantial price declines in Central 

American imports, the area's capacity to import will not increase substantially 

during 1960-65; but will improve noticeably during the years 1966-70. 

Some indication of the size of the Central American market for U.S. 

exports by 1970 may be had by projecting the growth of the regions economy 

and its demand for imports. The key assumptions for the various sectors 

projected either fall within the limist of previous experience in Central 

America or conform with generally held expectations. The basic assumptions 

are as follows: 

(1) All five countries will participate fully in the Central American 
common market;
 

(2) The area's population in the aggregate grew at the extraordinarily
 
high rate of 3.3 percent a year during 1950-60. 2/ Because of in
creasing urbanization, educational opportunities and incomes, the
 
rate of population growth is expected to decline somewhat, so that
 
a regional increment of 3 percent a year is assumed for the 10 
years ending in 1970; 

(3)Alternative assumptions are made concerning the growth of real per 
papita product and consumption: Projection A is based on the modest 

i/ That of Costa Rica was close to 4 percent annually. 
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TABLE XXXV,
 

Central America: Factors determining its capacity to import from
 
the United States, 1946-60
 

(Indices: 1954=100)
 
: Exports to the 
 Unit value : Terms of :Capaci-


Year United States 
 of imports : trade with :ty to 
: Value : Quantum Unit : from the U.S. _/ : the U.S. :import

value : :from U.S,
 
SCZ :BE
 

(A) : (B) (C) : (D) : E :
 

1946--------- : 39: 92 : 42 : 79 : 53 : 49 
1947---------- : 62 : 116 : 53 : 93 57 : 66 
1948---------- : 69 : 119 : 58 : 99 59 : 70
 
1949---------- : 72 : 116 : 62 : 92 67: : 78
 
1950---------- : 123 :91: 74 90 : 82 :101 
1951---------- : 103 121 : 85 : 101 
 84 102
 
1952--------- : 101: 118 : 86 101: : 85 :100 
1953--------- : 105: 122 : 86 : 102 84 :102 
1954---------- :1o: 1o 0: 100 : 100 :100 
1955--------- : 95 103 : 93 : 101 : 92 : 95 
1956---------- : 93: 96 :97 : 106 92 : 88
1957--------- : 99 : 103 : 96 : 110 : 87 :90 
1958--------- : 98 : 114 : 86 : i : 77 : 88 
1959--------- : 77: 115 : 66 : 113 : 58 : 67 
1960 3/---- : 74 :115 : 64 115: : 56 : 64 

_/ Calculated by the ECLA, "Central Americars Post-War Exports to the United 
States," op. city, Table 7, for 19T6-58, and by the author for 1959 and 196. 

Z7hepresents unit values of U.S. exports to Latin America published by the 
U.S. Department of Commerce in its World Trade Information Service, Statistical

Repnorts.
 

3/ Estimated.
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assumption of a 2 percent per capita annual rate of increase in both 
the gross regional product (GRP) and in consumption; Projection B is 
based on the minimum Alliance for Progress target of real per capita 
income growth of 2.5 percent annually, and the assumed increase in 
per capita consumption is raised to 3 percent a year. Projections 
A and B would require that national development plans receive adequate 
financial support from domestic and foreign sources, and that all the 
Central American countries would strive to maximize their attractive
ness for investment under the integration program. 

(4) 	 Central American exports are expected to experience a modest increase 
in volume and some improvement in prices after 1965; however, an 
increase in the outflow of investment earnings may be expected as a 
resu2.t of growing investment in the region. The average annual growth 
in exports of goods and services during 1961-70 is projected at a 
rate of 5 percent annually; 

(5) 	 A marginal capital output ratio of 2.5 to 1 and a capital consumption 
allowance of 33 1/3 percent of gross investment (typical of Latin 
America as a whole) are assumed, giving a gross capital-output ratio 

6f 3.75 to 1; and 

(6) All values are in terms of 1960 dollars, thereby eliminating the
 
necessity for considering variations in price during the period.
 

The projections are shown in Table 36. Under Projection A, a moderate 

growth of 5 percent a year in Central Americ. 's gross regional product (GRP) 

would increase its total merchandise imports from $512 million in 1960 to 

about $860 million in 1970; under Projection B, with an annual growth of 

5.5 percent in GPP, merchandise imports would reach anmmnnual rate of $1, 057 

million by 1970. i/ 

The United States supplied only half of the total value of Central Ameri

can imports in 1960. However, with the adoption of appropriate sales campaigns 

and credit policies, U.S. suppliers might again obtain between 55 and 65 percent 

of the total market--a level much .below the average of 73 percent supplied 

during the early postwar years (1946-51). To the extent that Western Europe's 

production becomes more competitive by virtue of scale economies deriying from 

the expansion of the European Economic Community (Common Market), the task of 

/ From the projected imports of goods and services, a deduction of 13 per
cent is made for services to arrive at the value of merchandise imports.
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TABLE XXXVI.
 

Central America: Projected increase in real gross regional product
 
and demand for imports, 1960-1970
 

(Dollar values in 1960 prices) 
: Projection A 1/ : Projection B 2/ 

Items : Actual: : Annual rate : Annual rate 
: '1960 1970 : of increase 1970 : of increase 

Population (in thousands)---:l,970 14,743 : 3.0 : 14,743 : 3.0 
Per capita product (in : 
dollars)------------..---- : 208 : 252 : 2.0 : 264 : 2.5 

Total Gross Regional Pro- : 
duct (GRP) (In millions : 
of dollars -------------- : 2,279 : 3,715 : 5.0 : 3,893: 5.5 

Impoits of goods and ser- :
 
vices (in millions of :
 
dollars)---------------- : 580 : 986 : 5.5 : 1,215: 7.7
 
a) Goods-------------- : 512 : 858 : - : 1,057: -

Exports of goods and ser- :
 
vices (n millions of :
 
dollars)---------------- : 512 : 835 : 5.0 835: 5.0
 

Net foreign balance (inflow :
 
(+); outflow (-)) --------- +68 : +151 : - : +380:
 

Total available resources---: 2,347 : 3,866 : 5.1 : 41,273: 6.2 
Consumption (in millions : : 
of dollars)-....-------:/058 : 3,326 : 5.0 : 3,657: 6.0 

Ratio.*to the GRP : : 
(percent)--------------: 90: 90: - 94: -

Gross investment (in : : 
millions of dollars)----:3/ 303:4_/ 50 : 5.9 :4/ 616: 7.3 

Ratio to the GRP : : 
(percent)-------------- : 13: 15: - : 16: -

Net investment(in 
millions of dollars)----: 203 :1/ 360 5.9 :4/ 408: 7.2 

Ratio.to the GRP : : : 
(percent)--------------: 9: 10: - : 0: -

I/ Projection A assumes an increase in GRP of 2% per capita annually, and a
 
similar increase in per capita consumption.
 
2/ Projection B assunes an increasin GRP of 2.5% per capita annually (the
 

minimum Alliance for Progress target), and a 3% per capita annual increase in
 
consumption.


3J Partly estimated by A.I.D. 
Annual average for 10-year period.
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U.S. exporters will be made more difficult, but not substantially so, inasmuch
 

as there appeared to be little external export bias in West Europe's productivity 

gains by the end of 1960. 

With respect to the competitive position of U.S. products in the Central
 

American market, a U.S. Department of Commerce export promotion team concluded
 

that closer attention to the needs of this market and more aggressive competi

tive practices are required to even maintain the U.S. share; still greater
 

efforts are required to attain a significant increase in U.S. exports to this
 

area. i/ The Department of Commerce team reported that formidable price 

competition was being offered by European and Japanese suppliers in such lines
 

as iron and steel products, electrical equipment, vehicles, some agricultural
 

equipment, industrial machinery, chemicals, and the like. In addition, foreign
 

competitors offered far more liberal payment terms, particularly in sales of
 

producer goods, " where 3-to-5 year terms at moderate rates of interest are
 

not uncommon." Even in non-capital-goods lines, credit terms from Europe and 

Japan were said to have been more liberal than most offers from the United
 

States.
 

It appears from the foregoing situation that in the immediate future the 

share of U.S. exports to Central America will be affected by the U.S. ability 

to compete with other foreign suppliers rather than by any import substitution 

generated within the Central American common market. The principal longer

run effect of the Central American common market probably will be to alter the
 

composition of Central American imports in the direction of higher-valued
 

products, as discussed below.
 

Exports of U.S. domestic merchandise to each of the Central American 

_/ William A. Rafferty and Robert L. Pritchard, "Mexican-Central American Mar
ket Needs Close, Aggressive Attention", in U.S. Dept. of Commerce, Foreign Com
merce Weekly. June 27, 1960 
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countries in 1960, by commodity group and by country, are shown in Table 37. 

This list may be taken as the pre-integration composition of U.S. sales to 

these countries, since little had been done by 1960 to establish new industrial 

plants under the integration program as such. Considering the basically agri

cultural character of the economies of the five republics, the difficulties of
 

substituting local manufactures for the imported products shown in Table 37,
 

would increase with the difficulty of their production processes. 
For most
 

products in Groups 7,8, and 9, it probably will not be possible to develop
 

economically productive units in Central America for some time, if at all,
 

although regional assembling plants might be feasible for certain items. On
 

the other hand, in Groups 00 through 6, there appears to be substantial room
 

for import substitution in Central America.
 

The development of import-substitutive industries in the Central American
 

kegion probably will be accelerated, so that perhaps 15 to 25 percent of the
 

1960 value (between $77 and $128 million) of Central America's imports might
 

be supplied from domestic production by 1970 (in terms of 1960 prices) if
 

the assumptions for Table 36 as verified.
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TABLE XXXII.
 

United States: Exports of domestic merchandise to Central America, 
by commodity group and by country, 1955 and 1960 l/ 

(In thousands of dollars)
 

Group : Commodity and country : 1955 : 1960 

00 : Animals and products, edible, 
Guatemala-------------------------
El Salvador-------------------- : 

3,337 
1,807 : 

1,674 
1,214 

Honduras--------------------- : 
Nicaragua--------------------------
Costa Rica-------------------- : 

Total --------------------

817 
890 

2,076 
8, 

: 

: 

616 
526 

1,346 
(6 

0 Animals and p:,oducts, inedible: 
Guatemala---------------------
El Salvador--------------------
Honduras ----------------------
Nicaragua-------------------------
Costa Rica --------------------

: 
: 
: 

: 

664 
948 

1,270 
431 
363 

: 
: 
: 

: 

1,339 
1,196 

851 
358 
286 

: Total-------------------- : 3,676 : 4OOU 

: 

Vegetable products, edible: 
Guatemala-----------------------: 7,368 
El Salvador-------------------- : 6,307 
Honduras----------------------: 3 630 
Nicaragua---------------------- : 2,695 
Costa Rica--------------------- : 4455 

Total-------------------- : 24,455 
: 

: 
: 
: 
: 

: 

5,356 
3,770 
2I,77 
1,866 
3,834 

17,597 

2, :Vegetable products, inedible: 

Guatemala--------------------- : 
El Salvador-------------------- : 
Honduras----------------------- : 
Nicaragua---------------------- : 
Costa Rica--------------------- : 

Total--------------------- : 

1,523 
1,107 

820 
,301 

66 
5,617 

: 
: 
: 
: 
: 
: 

1,939 
2,099 
,364 

1,989 
1,809 
9,200 

3 : 

: 

* 
: 
: 

Textile fibers and manufactures: 
Guatemala. -- ------ -- --..... . : 
El Salvador-------------------- : 
Honduras ---------------------: 
Nicaragua---------------------- : 
Costa Rica--------------------- : 

Total---------------------: 

7,1485 
5,468 
4,505 
4,641 
5,380 

27,479 

: 
: 
: 
: 
: 
: 

5,747 
3,884 
3,851 
2,782 
4,714 

20,976 
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TABLE XXXVII.(Continued) 

Group 

(In thousands of dollars) 

Commodity and country : 1955 1960 

4 : Wood and paper 
: 
* 
* 
: 
* 

Guatemala-------------------------
El Salvador---------------------: 
Honduras--------------------------
Nicaragua--------------------- : 
Costa Rica--------------------: 

1,445 
I-,381 
1.,012 

946 
028 

: 

: 
: 

2,396 
1,578 
2,467 
1,092 
21 01 

* Total------------------------ 5,882 9,634 

5 

* 

: 

Nonmetallic minerals: 
Guatemala-------------------- : 
El Salvador---------------------
Honduras-------------------------
Nicaragua -----------------------: 
Costa Rica--------------------- : 

Total--------------------- : 

2,206 
2,585 
,469 
1,110 
iJ 0 

9160 

: 

: 
: 

3,388 
1,540 
1,397 
1,637 
2211 
0,173 

6 Metals and metal manufactures; 

: 
* 
: 
: 

Guatemala------------------------: 5,034
El Salvador------------------- : 3,135
Honduras-------------------------: 3,052 
Nicaragua------------------------: 2,829 
Costa Rica----------------------: 2)881 

Total --------------------- : 16931 

: 5,304 
3,172 
2,649 
2,500 
2 899 
16524 

7 

* 
: 

: 

Machinery and vehicles: 
Guatemala--------------------- : 
El Salvador--------------------: 
Honduras-------------------------
Nicaragua ------------------- : 
Costa Rica-------------------- : 

Total---------------------

.5,963 
13,238 
7,891 

13,371 
13574 
64,037 

: 20,666 
: 13,513 
: 9,490 
: 8,596 

,506 
: 65,771 

8 Chemicals and related products: 

S 
* 
: 
: 

Guatemala--------------------- :
E1 Salvador--------------------
Honduras----------------------
Nicaragua----------------------
Costa Rica-------------------- : 

Total--------------------

6,772
6,717 
5,898 
7,394 
7,296 

34,077 

: 
: 
: 
: 
: 

9,063
6,543 
5,658 
5,730 
7,510 
34504 
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9 

TABLE XXXVII. (Continued) 

(In thousands of dollars)
 

Group Commodity and country 	 : 1955 : 1960 

Miscellaneous:
 
: Guatemala ------------------------- : 4,6oo : 5,488 
: El Salvador----------------------- : 4,093 3,730 

Honduras -------------------------- : 3,426 : M3 
: Nicaragua ------------------------- 2,992 2,438 
: Costa Rica--------------------------- : 3,341 : 862 
: 	 Ttal--------------------------- : 18,452 18,570 

Total exports to Central America: 
: Guatemala------------------------- : 56,397 : 62,360

El Salvador------------------------- : 46,787 : 42,348 
: Honduras-------------------------- : 33,790 : 4,346 

Nicaragua -------------------------- : 38,601 : 29,513 
* 	 Costa Rica------------------------ : 43 120 : 43,897 

Grand total _/--218,6-5- : 2l2354 

T] 	Exclusive of Special Category Commodities. 
Because of rounding, figures do not add to the total shown. 

Source: Compiled from official statistics of the U. S. Department of Commerce.
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3. 
U.S. capital investment in Central America.--The United States has
 

been-the principal .sQurce of private foreign investment in Central America. I
 

Nevertheless, U.S. direct investments in that area have represented a small
 

fraction of total such investments in Latin America (Table 38). 
 The value of
 

U.S. direct investments in the five Central American countries increased from
 

$206 million in 192) to a peak of $352 million in 1959; 
a growth rate of less
 

than tw.nercent a year. 
In 1960, U.S. investments fell to $337-million,
 

representing a decline of four percent. 
While the distribution of U.S. direct
 

investments by industrial sector has not been reported for all the countries
 

in the area, available data for Guatemala and Honduras indicated that the
 

principal fields of U.S. direct investment in Central America were, in the orde:
 

of their importance, public utilities, agriculture, and petroleum refining and
 

distribution.2
 

/ ther sources, however, were of some significance, mainly as a result of
investments made in earlier periods. 
For example, important railroads in El
Salvador and Costa Rica were British-owned, and British investments in banking
existed in all five countries. The principal electric power company in El
Salvador was owned by Canadian interests and there was Japanese participation

in a textile plant. German investments in Central America (mainly in coffee
farms and a railroad in Guatemala) had been expropriated during World War II.
2/ Guatemala and Honduras accounted for 69 percent of total U.S. direct
 
investment in Central America in 1960.
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TABLE XXXVIII.
 

Central America: Value of U.S. direct investments 
by country, in selected years, 1929-1960 

(In millions of dollars)
 
* . . C 

Country : 1929 ::-1936 1943 : 1950 1957 : 1959 : 1960 

Costa Rica------------------ 22: 13: 30: 60: 62: 61: 57
 

El Salvador----------------- 29: 17': 15: 18: 30: 31: 31
 

Guatemala------------------- 70: 50: 87: 106: 106: 
132: 131
 
* . . 

Honduras------------------ 72: 36: 37: 
 62: 108: 110: 100 

Nicaragua----------------- : 13: 5: 4: 9: 16: 18: 18 

(a) Total, Central : : :
 
America----------: 206: 121: 173: 255: 322: 352: 337
 

(b) Total, Latin : : : 
America---------- : 3,462 : 2,803 : 2,721 : 4,445 : 7,434 : 8,098: 8,365 

(c)Ratio of (a) to : : : : 
(b)-------------- : 5.9: 4.3: 6.4: 5.7: 4.3: 4.3: 
 4.0
 

Sources: U.S. Department of Commerce, Office of Business Economics, US. 
Business Investments in Foreign Countries, 1960, p. 92; Survey of Current Business, 
August 1961, pp. 22-23. 
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Although U.S. direct investments in Central America were small in relation 

to total U.S. foreign investments, they nevertheless made substantial contribu

tions to the economies of the five countries. The U.S.-owned fruit companies 

were the largest investors in the area as a whole, their preponderance being
 

suggested by the relative small amounts of U.S. direct investment found in 

El Salvador and Nicaragua, where bananas were of relatively minor importance. 

The development of the banana industry since the turn of the century was 

accompanied by important fruit company investments in services necessary to
 

their operations, such as railroads, electric power, facilities, housing,
 

schools, and other social services. In addition, the fruit companies branched
 

out into other agricultural activities, including the cultivation of abaca,
 

cacao, and the African oil palm. They also established or participated in a 

variety of other activities, such as brewing, banking, and vegetable oil 

extraction (particularly in Honduras).
 

Other U.S. direct investments in these countries have be~n principally in
 

public services, such as railroads and electric power, and to a lesser extent, 

in telecommunications, lumbering, ining, (gold, silver, lead, zinc), petro

leum distribution, banking, and insurance. Explorations for petroleum are going 

forward in Costa Rica, Guatemala, and Honduras. Additional opportunities for 

investment in Central America were indicated in the reports of ICA-sponsored 

missions which visited certain countries in the area during 1961 to identify 

their industrial possibilities. 

Since the conclusion of the 1960 economic integration treaties substantial
 

interest has been shown by U.S. firms in investing in Central America, Action
 

has been limited, however, by the confusion arising from the multiplicity of
 

integration treaties, uncertainties as to how they would be applied, and which
 

l/ U.S. Department of Commerce, Investment in Central America 1956, P.5. 
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countries would participate in the program. 

When the uniform Central American tariff has been adopted, and when the 

administration of the common market has become more firmly established, it 

would seem reasonable to expect that increased investment would take place in 

the area. The development of adequate national development plans, and their
 

coordination at the regional level, could provide a much improved ervironment 

as well as guidance for such investment.
 

Although the integration scheme admittedly relies heLvily on private 

investment for its success, its underlying premise is the mobility of capital
 

within the region and its formation principally from domestic sources, in 

amounts adequate to create new industries and expand existing ones. While the
 

Central American governments are fully aware of the shortages of management 

personnel and skilled labor in these countries, they apparently prefer to obtain 

necessary technical assistance from abroad under a partnership or hire arrange

ment. This attitude was expressed in Article XVI of the original draft of the
 

Integrated Industries Convention, which stipulated that the social capital of
 

"integrated industries" should be preferably of Central American origin and that
 

the collective capital originating in the five countries should represent at
 

least 50 percent of the social capital of each such plant. 2/ Although this
 

provision was omitted from the Convention signed, the "integrated industries"
 

that were recommended at Man&-us in late 1961 were to be established with at
 

least 51 percent of their capital of Central American ownership.
 

Official grants and net loans by the U.S. Government to Central American 

countries increased from $22 million in 1955 to $37 million in 1957, and declined 

in subsequent years, reaching nearly $29 million in 1959 (TABLE 39). The principal 

2/ UN, ECLA, Informe del Comite de Cooperacion Economica del Istmo Centro
americano, 30 de Enero de 1956 a 24 de Febrero de 1957, po 31. 
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TABLE X=IX.
 

Central America: Grants and net loans received from the U.S. Government,
 
by country, 1955-59
 

(In millions of dollars)
 

Country 1955 
 : 1956 : 1957 1958 1959
 

Costa Rica:
 
Grants-------------: 2.5 : 127 : 6.5 : 8.6 
 : 5.9 
Loans (net)----------:: 0.9 : 2.1 : 1.2 : 1.7
Total-------------- 6.1 : 3.6 : 86 9.8 : 7.6 

El Salvador:
 
Grants ------------- : 1.2 : 1.2 
 : 1.4 : 1.0 : 1.O
Loans (net.)----------: 6o.2 : -0.2 : 0.1 : - : _

Total------------- : 1.0 : 1.0 1.5 1.0 : 1.0 

Guatemala:
 
Grants------------- 10.8 : 17.0 :
21.3 12.1 10.7

Loans (net)---------: 0.5 : 1.1 : 0.1 :-.3: -0.6
Total------------ : : 18.1
l.3 : 21.4 : 11.8 : 10.1
 

Honduras:
 
Grants-.-------------: 1.8 : 1.6 
 : 2.3 : 2.4 : 3.4
Loans (net).---------: - . - : 0.5 : 2.3 : 2.2Total--------------: 1.8 : 1.6 : 2.8 : 4.7 : 5.6 

Nicaragua:
Grants------------- : 
 2.0 : 2.1 : 3.0 : 4.2 : 3-5
Loans (net)---------- -0.1 : - 0.1: 0.3: 1.0 
Total------------: 1.9 : 2.1 : :2.9 4.5 : 45 

Total Central America: : : 
Grants------------- : 18.3 : 24.6 : 34.5 : 28.3 : 24.5 
Loans (net)---------: : 1.8 2.7 3.5 4.3 
Total------------ : 22.1 : 2.4 : 37.2 : 31.8 - 28.8 

Source: Agency for International Development, Economic Data Book for thecountries of Tatin America. 
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recipients were Guatemala and Costa Rica. 
Grants were by far the major com

ponent of U.S. Government aid to the Central American republics.
 

A Major factor in determining the level of future U.S. aid Central Ameri

can countries will be the amount of lself-help" that they muidertake and
 

accomplish. Thus, one of the basic principles governing the use of U.S. aid
 

funds, given in President John F. Kennedy's Special Message on Foreign Aid of
 

March 22, 1961, is that special attention will be given to those nations most
 

willing and able to mobilize their own resources, make necessary social and
 

economic reforms, engage in long-range planning, and make other efforts neces

sary if they are to reach the stage of self-sustaining growth.
 

Since the Central American governments are interested in obtaining external
 

assistance for both capital development and social improvement projects, they
 

have a substantial incentive to develop sound national and regional plans.
 

Under the Alliance for Progress, institutions are being created to formulate
 

and administer development programs at the national and regional levels. i
 

-/ All five Central American countries recently have established or reorganized

planning organizations within their governmental structures. 
In addition, planning groups have been set up in CABEI and in the Permanent Secretariat of the
General Treaty, to assist and coordinate national planning efforts.
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Appendix Table 1. 

Central America: Commercial treaties in fc
 
by country, as of December 31, 1961
 

In addition to their agreements with the United States noted in Chapter IV;
 
the respective Central American states are believed to have in force the
 

following commercial agreements:
 

CountrY Partner Date of Signature 

Costa Rica United Kingdom 	 November 27, 1849 
March 8 and 12, 1933Norway November 19, 1938

Mexico February 4, 1946
Canada November 17-18, 1950
Norway October 15, 1952 
Italy February 20, 1953

France 
 April 30, 1953
Uruguay January 31, 1956 
Denmark September 26, 1956 

El Salvador Venezuela 
 August 27, 1883
 
Great Britain and
 

Northern Ireland August 8, 1931
Mexico October 2, 1935
Sweden June 23, 1936
Canada November, 1937
Norway November 21, 1938 
Federal Repub!J c 

of Germany October 31, 1952 
(Protocol, October 31, 

1952)
Spain December 2, 1952
France 
 March 23, 1953
 
Italy 
 March 30, 1953
 

(Protocol, December 21, 
1955)
 

Switzerland February 11., 1954
Netherlands 
 March 13, 1956
 
Denmark July 9, 1958 
Austria 
 March 23, 1960
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Appendix Table 1. (Cont'd) 

Country 	 Partner 

Guatemala 	 Belgium-Luxembourg 

Netherlands 

Irish Free State 


Sweden 
Canada 
Norway 
Denmark 

Italy 

Switzerland 
France 
Spain 

Austria 


Honduras 	 France 

Belgium 

Belgium-Luxembourg 

Union 


France 

Canada 

Argentina 
Benelux 

Nicaragua 	 Spain 
Great Britain 

France 

Canada 

Italy 


Date of Signature 

November 7, 1924 
May 12, 1927 
February 8 and April 10, 

1930
 
July 11, 1936 
September 28, 1937 
December 20 1938 
March 4, 1948
 
July 12 and 18, 1952
 
April 1, 1955
 
October 17, 1955 
December 31, 1955
 
December 31, 1960
 

February 22, 1056 
March 25, 1909 

March 25 and April 30,
 
1909
 

August 15, 1955 
July Ul, 1956 
June 3, 1958 
January 30, 1959 

July 25, 1850 
July 28, 1905 
May 4, 1938 
December 19, 1946 
November 12, 1952 
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APPENDICES*
 

I. Multilateral Treaty on Central American Free Trade and Economic 
Integration 

II. Convention on the System of Central American Integrated Industries 

III. 
Central American Agreement on the Equalization of Import Duties and
 
Charges
 

IV. 
(First) Protocol to the Central American Agreement on the Bqualization

of Import Duties and Charges 

V. Joint Declaration of the Presents of Guatemala, Honduras, and El
Salvador on a Tripartite Treaty of Economic Association
 
VI. 
Treaty of Economic Association between the Republics of Honduras,
 

Guatemal, and El Salvador
 

VII. 
 General Treaty on Central American Economic Integration
 

VIII. 
 (Second) Protocol to the Central American Agreement on the Equali
zation of Import Duties and Charges.
 

IX. 	 Agreement Establishing the Central American Bank for Economic
 
Integration
 

X. The Panama Treaty 

XI. 
Treaty of Preferential Interchange and Free Trade between the
 
Republics of Panama, Nicaragua, and Costa Rica 

* The commodity lists mentioned in the various treaties are not included here. 

Note.--ECLA has translated into English all of the economic integration treaties
except the Treaty of Economic Association Between The Republics of Guatemala,
El Salvador and Honduras. This treaty was translated by the U.S. Department

of State. 
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APPENDIX I 

1. 	 MULTILATERAL TREATY ON CENTRAL AMERICAN FREE TRADE AND ECONOMIC 
INTEGRATION 

The Governments of the Republic of Guatemala, El Salvador, Honduras, Nicaragua, 
and Costa Rica, desirous of intensifying and strengthening their common bonds
 
of origin and brotherhood, and with a view to effecting the progressive inte
gration of their economies ensuring the development of their market* promoting
 
the production and exchange of goods and services and raising the standards of
 
living and employment of their respective populations, thereby contributing to 
the re-establishment of the economic unity of Central America, have agreed to 
conclude the present Multilateral Treaty on Free Trade and Central American 
Economic Integration, which shall be progressively implemented, and for that 
purpose have appointed as their respective plenipotentiaries: 

H.E. The President of the Republic of Guatemala: Jose Guirola Leal, Minister
 
of Economic Affairs;
 

H.E. The President of the Republic of El Salvador: Alfonso Rochac, Minister
 
of Economic Affairs;
 

H.E. The President of the Council of Ministers, exercising the powers of
 
the Executive of the Republic of Honduras: Fernando Villar, Minister
 
of Economic Affairs and Finance;
 

H.Eo 	The President of the Republic of Nicaragua: Enrique Delgado, Minister
 
of Economic Affairs;
 

H.E. The President of the Republic of Costa Rica: Wilburg Jimenez Castro,
 
Vice-Minister of Economic Affairs and Finance;
 

who, having exchanged their respective full powers, found in good and due form,
 
have agreed as follows:
 

Chapter I
 

TRADE REGIME
 

Article I
 

With a view to creating a customs union between their respective territories
 
as soon as conditions are favourable, the Contracting States hereby agree to
 
establish a free-trade regime, which they shall endeavour to perfect within a
 
period of ten years from the date on which the present period of ten years from
 
the date on which the present Treaty enters into force. To that end, they
 
resolve to abolish as between their territories the customs duties, charges
 
and conditions hereinafter mentioned, in respect of the commodities specified
 
in the appended schedule constituting annex A to this Treaty. 

Consequently, the natural products of the Contracting States and the articles 
manufactured in their territories, provided that they are included in the afore
said schedule, shall be exempt from import and export duties as well as taxes, 
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dues and charges levied on imports or exports or on the occasion of importationor exportation whether they be of national, municipala or any other nature and 
whatever their purpose.
 

The exemptions stipulated in this article shall not include charges for
lighterage, wharfage, warehousing or handling of goods or any other charges
which may legitimately be levied for port, warehouse or transport services; nor
shall they include exchange differentials resulting from the existence of two
 or more rates of exchange or from other exchange regulations in any of the
 
Contracting States.
 

commodity article included inWhen a or the annexed schedule is subject tointernal taxes, charges or duties of any kind levied on production, sale, dis
tribution or consumption in any of the Contracting States, the State concerned may levy an equivalent amount on similar goods imported from another Contracting
State.
 

Article II 

Goods originating in the territory of any of the Contracting States and includedin the schedule appended to this Treaty shall be inaccorded all the Contracting
States the same treatment as domestic goods and shall be exempt from any quotaor other restrictions except for such measures as may be legally applicable in
the territories of the Contracting States for reasons of public health,
 
security or police control.
 

Article III
 

Goods originating in any of the Contracting States and which are not includedin the annexed schedule shall be accorded unconditional and unlimited most
favoured-nation treatment in 
 the territory of the other Contracting States. 
The above treatment shall not, however, be extended to concessions granted
 

pursuant to other free trade treaties concluded between Central American States. 

Article IV 

The Contracting States, convinced of the necessity of equalizing their customs

tariffs and firmly determined to establish a customs union between their

territories, undertake, subject to the opinion of the Central American Trade
Commission referred to herLihblow, to equalize the duties and other charges

imposed by them individually on imports of goods listed in the schedule appended

hereto, or which may be subsequently included therein, and on their principal
 
raw materials and the necessary containers.
 

For the purposes indicated in the preceding paragraph, the Commission shall 
prepare and submit to the Contracting Governments, within a period, notexceeding one year, the appropriate draft contractual agreement or agreements
for the equalization of import auties.
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Article V
 

The Governments of the Contracting States shall endeavour to refrain from
obtaining or granting customs exemptions on imports from outside Central America
of articles produced in any of the Contracting States and listed in the schedule
 
appended hereto.
 

The Contracting States shall further endeavour to equalize the advantages
granted by them to industries producing any of the articles listed in theschedule, to the extent that such advantages mighi in the opinion of the Central
American Trade Commission, entail unfair competition in the said goods.
 

Article VI
 

Subject to the opinion of the Central American Trade Commission, the schedule

appended to his Treaty may be extended by mutual agreement between the Con
tracting States, by means of additional protocols and in accordance with their
 
respective constitutional procedures.
 

Article VII
 

Fn order that they may enjoy the advantages stipulated in this Treaty, the goods
listed in the schedule appended hereto shall be entered on a customs form,
signed by the exporter and containing a declaration of origin. That form shall
be produced for inspection to the customs officers of the countries of origin

and destination, in conformity with annex B of this Treaty. 

Article VIII 

The Central Banks of the Contracting States shall cooperate closely with a view
to preventing any currency speculation that might affect the rates of exchangeand maintaining the convertibility of the currencies of the respective countries on a basis which, in normal. conditions, shall guarantee the freedom, uniformity
and stability of exchange.
 

Any of the Contracting States which establishes quota restrictions on international currency transfers shall adopt the measures necessary to ensure that
such restrictions do not discriminate against the other States.
 

In case of serious balance of payments diffidulties which affect or are apt to
affect the monetary and payments relations between the Contracting States, the

Central American Trade Commission, acting of its own motion or the ruquest of
 one of the Governments, shall immediately study the problem for the purpose of
recommending to the Contracting Governments a satisfactory solution compatible
with the multilateral free trade -egime. 
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Chapter II 

DISCRnMINATORY PRACTICES 

Article IX
 
Subject to the provisions of the bilateral Central American treaties inand forceto any provisions that may be agreed upon in future treaties betweenCentral American States, the Contracting States agree to the following provisions with a view to ensuring a broad application of the principle of nondiscrimination in their trading relations: 

a) Any goods not included in the schedule appended to this Treaty and subject
to quota restrictions imposed by a Contracting State shall, upon importation
from the territory of another Contracting State or upon exportation to such a
territory, be accorded treatment no less favourable than that accorded to
similar goods of any other origin or dfstination;b) No Contracting State shall establish or maintain any internal duty, taxor other cdarge on 

originating in 

any goods, whether or not included in the appended schedule,
the territory of another Contracting State, nor shall itor impose any regulations regarding enact
the distribution or retAiling of such goods,when such charge or regulations place or tend to place the said goods in an
unfavourable position by comparison with similar goods of domestic origin or
imported from any other country;c) Should a Contracting State establish or maintain a place of business or
an agency or grant special privileges to a specific establishment to attend
exclusively or principally, permanently or occasionally to the production,
exportation, importation, sale distribution of anyor goods, sueh State shallgrant to the traders of the other Contracting States equitable treatment with
respect to purchases or sales which the said place of business, agency or
establishment effects abroad. The institution concerned shall act in accordancewith private business practice and shall afford the traders of the other
countries reasonable opportunity to compete for participation in such purchases

or sales. 

Chapter III
 

INATrONAL TRANSIT 

Article X
 
Each of the Contracting States shall ensure full freedom of transit through its 
territory for goods proceeding to or from another Contracting State.
 

Such transit shall not be subject to any deduction, discriminationrestriction. or quotaIn the event to any traffic congestion or any form of force, eachContracting State shall handle consignments intended for its own population and
those in transit to the other States on an P-uitable basis.
 

Transit operations shall be carried out by the routes prescribed by law for
that purpose and subject to the customs and transit laws and regulations applicable
in the territory of transit.
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Goods in transit shall be exempt from all duties; taxes and other fiscal 
charges of a municipal or other character imposed ibr any purpose whatsoever, 
except charges generally applicable for services rendered or for reasons of 
security. public health or police control. 

Chapter IV 

EXPORT SUBSIDIES AND UNFAIR BUSINESS PRACTICES 

Article XI 

No Contracting State shall grant any direct or indirect subsidy towards the 
export of any goods intended for the territory of the other States, or establish 
or maintain any system resulting in the sale of such goods for export to any 
other Contracting State at a price lower than the comparable price charged for 
similar goods on the domestic market, due allowance being made for differences
 
in the conditions of sale or in taxation and for any other factors affecting 
price comparability.
 

Any measure which involves fixing of prices or prihe discrimination in a
 
Contracting State shall be deemed to constitute an indirect export subsidy if
 
it involves the establishment of a sales price for specific goods in the other
 
Contracting States which is lower than that reaulting from normal competition
 
in the market of the exporting country,
 

However, tax exemptions or refunds of a general nature granted by a Contracting 
State with a view to encourageing t heijprodnction in its territory of specified 
goods, shall not be deemed to constitute an export subsidy. 

Similarly, any exemption from. internal taxes thargeable in the exporting State 
on the production, sales or consumption of goods exported to the territory of
 
anQther State shall not be deemed to constitute an. export subsidy. ,thermorel 
the differences resulting from the sale of foreign currency on the free market 
at a rate of exchange higher than the official rate shall not normally be 
deemed to be an export subsidy; in case of doubt, however, on the part of one 
of the Contracting States, the matter shall be submitted to the Central American
 
Trade Commission for its consideration and opinion.
 

Article XII
 

As a means of precluding a practice which would be inconsistent with the pur
poses of this Treaty, each Contracting State shall employ all the legal means 
at its disposal to prevent the exportation of goods from its territory to the
 
territories of other States at a price lower than their normal value, if such
 
exportation would prejudice or jeopardize the production of the other States or
 
retard the establishment of a domestic or a Central American industry.
 

Goods shall be considered to be exported at a price lower than their normal
 
value if their price on export is less than
 

:a) the comparable price, in ordinary trading conditions, of similar goods 
destined for domestic consumption in the exporting country; or 
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b) the highest conparable price of similar goods on their export to any thirdcountry in ordinary trading conditions; or

c) the cost of pr,%duction of the 
gocds in the country of origin, plus areasonable additior for sales cost and profit.
 

Due allowance shall be made in each case for differences in conditions of
sale or in taxation and for any other factors affecting price comparability°
 

Article X1II 

If Inotwithstanding the provisions of this chapter, an unfair business practiceis discovered, the State affected shall take steps with the competent authorities of the other State to ensure the elimination of that practice and, if
necessary, may adopt protective measures, provided that the matter is then
referred to the Central American Trade Commission for study and appropriate

recommendations.
 

Chapter V
 

TRANSPORT AND COMM.JN1CATIONS 

Article XIV 

The Contracting States shall endeavour to construct and maintain lines of com
munication to 
facilitate and increase traffic between their territories.
 

They shall also endeavour to standardize the transport rates between their
 
territories as well as the relevant laws and regulations.
 

Article XV
 

Commercial and private vessels and aircraft of any of the Contracting States
shall be accorded in ports and airports of the other States open to 
international
traffic the same treatment as is extended to national vessels and aircraft.
The s me treatment shall be extended to passengers, crews, and freight of the
 
other Contracting States.
 

Land vehicles registered in one of the Contracting States shall enjoy the
same treatment in the territory of the other States, for the duration of their
temporary stay there, as is accorded LO vehic-les registered in the State of
 
visit.
 

Motor transport undertakings of any Contracting State engaged in providing
inter-Central American services for passengers and freight shall enjoy in the
territory of the other States the same treatment as domestic undertakings.
 

Private vehicles and vehicles which are not used for the regular inter-
Central American transport of persons and goods shall be admitted to the territory of the other Contracting States under a temporary duty-free importation
system and shall be subject to the relevant legislative provisions.
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Vessels of any Contracting State plying between the ports of Central America
 
shall be subject, in the ports of the other States, to the same coastal shipping
 
regime as domestic vessels.
 

The provisions of this article shall not affect the duty to comply with the
 
formalities of registration and control prescribed in each country in respect
 
of the entry, stay or exit of vessels, aircraft or vehicles for reasons of
 
public health, security or police control, public policy or fiscal necessity.
 

Article XVI 

The Contracting States shall endeavour to improve the telecommunications
 
systems between their respective territories and shall direct their combined
 
efforts towards the attainment of that objective.
 

Chapter VI 

INVESTMENTS
 

Article XVII
 

Each of the Contracting States, acting within the framework of its constitution,
 
shall grant national treatment to capital investments made by nationals of the
 
other States, and shall recognize the right of such persons to organize or
 
manage production, commercial or financial undertakings, or to participate there
in, on the same footing as its own nationals; each Contracting State shall also 
extend equitable and nondiscriminatory treatment to applications for transfers
 
of funds accruing from capital investments made by nationals of the other 
States.
 

dhlapt VII 

CENTRAL AMERICAN TRADE COMMISSION
 

Article XVIII
 

The Contracting States agree to establish a Central American Trade Commission to
 
which each of the Contracting States shall appoint a representative; the Com
mission shall meet as frequently as its work may require or at the request of
 
any of the Contracting States.
 

The Commission or any of its members may travel freely in the Contracting
 
States to study matters within the Commission's competence in the field, and
 
the authorities of the Contracting States shall provide them with whatever in
formation and facilities may be necessary for the proper discharge of their
 
functions.
 

The Commission shall have a permanent secretariat, which shall be under the 
responsibility of the General Secretariat of the Organization of Central 
American States. 

The Commission shall adopt its rules of procedure unanimously.
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Article XIX
 

The functions of the Central American Trade Commission shall be as follows:
a) To propose to the Contracting States measures conducive to the development
and improvement of the Central American free-trade zone referred to in the
Treaty as well as measures designed to attain the objectives of Central American economic integration, and to prepare a specific plan for such purposes incluclng a customs union and the establishment of a Central American common market;
b) At the request of one or several Governments to study questions and matters
relating to the development of inter-Central American trade, in particular those
connected with the application of this Treaty, and to propose measures for the
solution of any problem which may aries;

c) To study production and trade in the Contracting States, to recommend
additions to the appended schedule and to take appropriate measures to ensure;
i) the standardization of customs tariffs and regulations;
ii) the establishment of a single fiscal system for articles under State
monopoly and for goods subject to production, sales and consumption


taxes;
iii) the conclusion of agreements designed to avoid double taxation in the 

matter of direct taxes;

iv) the improvement of inter-Central American 
transport through the con

clusion of appropriate agreements;

v) the application of the decimal metric system of weights and measures.
d) To collect and analyse statistics and other data relating to trade between
 

the Contracting States.
 

In fulfilling these functions, the Commission shall avail itself of the
reports and studies made by other Central American and international organi
zations and agencies.
 

The Central American Trade Commission shall give priority attention to heproblem of equalizing customs tariffs and shall submit to the Economic Council
of the Organization of Central American States, for consideration at itsordinary sessions, draft contractual agreements covering the greatest possible

number of products. 

Article XX 
The competent authorities of the Contracting States shall collect, classify and
piblish the statistical data relating to import, export and transit operationscarried out under the terms of this Treaty, in accordance with the rules laiddown, by mutual agreement, by the Central American Trade Commission and thestatistical organizations of the Contracting States. 
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Chapter VIII
 

INDUSTRIAL INTEGRATION
 

Article XXI
 

With a view to promoting industrial development consistent with the purpose of
 
this Treaty, the Contracting States shall adopt, by mutual agreement, measu .s
 
designed to further the establishment or expansion of regional industries
 
directed towards a Central American common market and of particular interest to
 

the economic integration of Central America. 

Chapter IX 

GENERAL PROVISIONS 

Article Xx.rI 

The Contracting States shall adopt, as a basis for their customs tariffs and
 
statistics, the Uniform Central American Customs Nomenclature (Nomenclatura
 
Arancelaria Uniforme Centroamericana (NAUCA) and the Uniform Central American 
Nomenclature for Exports. 

Article XXTII 

The nationals of any Contracting State shall enjoy in.the territory of all 
other Contracting States national treatment in commercial and civil matters, 
in accordance with the internal legislation of each State 

Article XXIV 

Considering that this Treaty is specifically Central American in character and 
is designed to lay the foundations for a customs union of the Contracting 
States and for the progressive integration of their economies, the Contracting 
States agree that before signing or ratifying any muLtilateral agreements
 
relating to commodities, trade or customs concessions, and before acceding to
 

any international organization established under those agreements or negotiating
 

any arrangements within the framework of such an organization, they shall
 
consult each other with a view to agreeing, if possible, on a common and united 
policy.
 

The Contracting States shall also endeavour to adopt a common position at 
inter-American or world economic conferences or meetings. 

The Contracting States agree to maintain the "Central American exception 
clause" in any trade agreements they may conclude on the basis of most-favoured
nation treatment with any countries other than the Contracting States.
 

The Contracting States declare that, in concluding this Treaty, they are 
prompted by the desire to establish closer mutual links, as States of Central 
America governed by the special principles of a Central American public law.
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To that end, they agree that if any of the trade agreements they may concludewith other countries or their participation in other international arrangements
should constitute an obstacle to this Treaty, particularly as a result of the provisions embodied in the other treaties permitting other countries to claim no
less favourable treatment, they shall renegotiate or, as the case may be, denounce
them at the earliest opportunity with a view to avoiding the difficulties or
prejudice which might ensue for the Contracting States as a result of claims of
that nature.
 

The Contracting States also undertake not to conclude any new agreements with
other countries which are contrary to the spirit and purposes of this Treaty and,
in particular to the provisions of this article.
 

Article XXV 
The Contracting States agree to settle amicably, in the spirit of this Treaty,and through the Central American Trade Commission, any differences which may
arise in the interpretation or application of any of its provisions. 
 If
agreement cannot be reached, they shall submit the matter to arbitration. 
For
the purpose of constituting the arbitral tribunal, each Contracting State shall
propose to the Secretariat of the Organization of Central American States the
names of three judges from its Supreme Court of Justice. From the complete list
of candidates the Secretary-General of the Organization of Central American
States and the Government representatives in the Organization shall select, by
drawing lots a tribunal composed of five arbitrators, no two of whom may be
nationals of the same State. The award of the arbitral tribunal shall requirethe concurring votes of not less than three members, and shall be binding on
all Contracting States so far as it contains any ruling concerning the interpretation or application of the provisions of this Treaty,
 

Article XXVI
 
Any provision of 
this Treaty which are broader in scope than thos- contained inother trade treaties between Central American countries shall prevail over the 
latter.
 

With a view to promoting the consolidation and enlargement of the multilateral
free trade regime, the Contracting States shall endeavour to extend free trade
zones established by virtue of bilateral treaties. 

Chapter X 

TEMPORARY REGIMES 

Article XXVII 
With a view to the gradual application, whenever advisable, of the free-trade
regime established by virtue of the present Treaty, the Contracting States may
conclude special protocols for the adoption of temporary regimes introducing
progressive tariff reductions, which shall be carried into effect by stages and
shall be applicable to products not listed in annex A with the ultimate purpose
of incorporating them in the said annex.
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The Contracting States may also) in like.manner, establish special temporary
regimes for products not included in annex A which may be subject to import or 
export quota restrictions.
 

In exceptional cases and for specified products, there may also be established,
 
by means of additional protocols between all of the Contracting States, a free
 
trade regime applicable only to certain specified Contracting States and pro
viding for progressive reductions in customs tariffs with the remaining country 
or countries, with the ultimate aim of securing the incorporation of the products 
concerned in annex A.
 

Chapter XI
 

FINAL PROVISIONS
 

Article XXVIII
 

This Treaty shall enter into force, in the case of the first three States to
 
ratify it, on the date of deposit of the third instrument of ratification; and
 
in the case uf the States which ratify it subsequently, on the date of deposit
 
of the relevant instruments of ratification.
 

This Treaty shall remain valid for a period of ten years from the initial date 
of its entry into force; it shall be tacitly rnnewable for successive periods
 
of ten years.
 

Any Contracting State may denounce this Treaty by giving notice to that
 
effect not later than six months before the date on which the initial or any

subsequent period of validity expires. Denunciation shall take effect, for
 
the denouncing State, as from the date of expiry of the relevrant 
period of 
validity of the Treaty. The Treaty shall remain in force a& between the other
 
Contracting States so long as at least two States continue to be parties
 
.thereto.
 

This Treaty shall be submitted for ratification in each Contracting Stater in
 
conformity with their respective constitutional or legislative procedures.
 

The General Secretatiat of the Organization of Central American States shall
 
act as depository of this Treaty and shall send a certified copy thereof to
 
the Ministry of Foreign Affairs of each of the Contracting States. It shall
 
also notify the Contracting States of the deposit of the relevant instruments
 
of ratification au well as of any denun2iation which may occur within the
 
prescribed time-limit. 
When the Treaty comes into force, it shall also transmit
 
a certified copy thereof to the Secretary-General of the United Nations, for
 
registration in conformity with Article 102 of the United Nations Charter.
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IN WITNESS WHEREOF the respective plenipotentiaries have signed this Treaty.
 

DONE at the City of Tegucigalpa, D.C., Honduras, this 10th day of June 1958.
 

For the Government of Guatemala:
 

1. With reservation to article XXV of this Treaty , in accordance with the
provisions of paragraph 3, subparagraph b) of article 149 of the Constitution
 
of the Republic. 

2. With the reservations made by Guatemala to the schedule of articlescovered by the free trade agreement (annex A), as indicated in the notes to
 
the said schedule.
 

Jose Guirola Leal
 

Minister of Economic Affairs
 

For the Government of El Salvador:
 

With the reservations made by El Salvador to the schedule of articles covered
by the free trade agreement (annex A), as indicated in the notes to the said
 
schedule.
 

Alfonso Rochac
 

Minister of Economic Affairs
 

For the Government of Honduras:
 

With the reservations made by Honduras to the schedule of articles covered
by the free trade agreement (annex A), as indicated in the notes to the said
 
schedule.
 

Fernando Villar
 

Minister of Economic Affairs and Finance
 

For the Government of Nicaragua:
 

With the reservations made by Nicaragua to the schedule of articles covered
by the free trade agreement (annex A), as indicated in the notes to the said
 
schedule.
 

Enrique Delgado
 

Minister of Economic Affairs
 

For the Government of Costa Rica:
 

With the reservations made by Costa Rica to the schedule of articles covered
by the free trade agreement (annex A), as indicated in the notes to the said
 
schedule.
 

Wilburg Jimenez Castro 
Vice-Minister of Economic Affairs and Finance
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APPIX II 

2q CONVENTION ON THE SYSTEM OF CEUTRAL AM4ERICAN I GPA=E INDUSTRIES 

The Governments of the Republic of Guatemala, El Salvador, Honduras, Nicaragua
and Costa Rica,
 

Having regard to the objectives of the Central American Economic Integration
Programme which was undertaken through the Central American Economic Co-opera
tion Committee and, in particular, to article XXI of the Central American
 
Multilateral Free Trade and Integration Treaty,


Desirous of strengthening the natural and traditional bonds 
 of brotherhood 
which unite their countries, and of co-operating towards the solution of their 
conon economic problems,,

Having as their basic aim the improvement of the living standards of the 
Central American peoples and the rational use, for that purpose, of their
natural resources, and being convinced that, within the economic development 
programmes of the Central American Isthmus, the integration of their economies 
offers favourable prospects for the expansion of trade between their countries
 
and for a more rapid industrialization process on the basis of mutual interest,

Have decided to conclude the present Agreement, which prescribes a Regime
for Central American Integration Industries, and for that purpose have appointed
 
as their respective plenipotentiaries:
 

H. E. the President of the Republic of Guatemala: Jose Guirola Leal, Minister
 
of Economic Affairs;
 
H. E. the President of the Republic of El Salvador: Alfonso Rochac,
 

Minister of Economic Affairs;
 
H. E, the President of the Council of Ministers exercising the powers of the
 

Executive of the Republic of Honduras: Fernando Villar, Minister of Economic
 
Affairs and Finance;
 

H. E. the President of the Republic of Nicaragua: Enrique Delgado, Minister
 
of Economic Affairs; and
 

H. E. the President of the Republic of Costa Rica: Wilburg Jimenez Castro,
Vice-Minister of Economic Affairs and Finance 

who having exchanged their full powers, found in good and due form have 
agreed as follows: 

Article I
 

The Contracting States undertake to encourage and promote the establishment of 
new industries and the specialization and expansion of existing industries
 
within the framework of Central American economic integration, and agree that
the development of the various activities which are or may be suchincluded in 
a programe shall be effected on a reciprocal and equitable basis in order that 
each and every Central American State may progressively derive economic 
advantages. 
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Article II 

The Contracting States declare their interest in the development of industries
 
with access to a common Central American market. These shall be designated
Central American integration industries and shall be declared jointly byso 
the Contracting States, through the agency of t'he Central American Industrial
 
Integration Commission established in conformity with article VIII of this
 
Agreement.
 

The Contracting States shall regard as Central American integration industries
 
those industries which, in the judgement of the Central American Industrial
 
Integration Commission, comprise one or more plants which require access to
 
the 	Central American market in order to operate under reasonably economic and
 
competitive conditions even at mirimum capacity.
 

Article III
 

The application of the present Regime to the Central American integration

industries is subject to signature by the Contracting States, in respect of
 
each of the said industries, of an additional protocol stipulating:
 
a) 	 the country or countries in which the industrial plants covered by this
 

Regime are to be initially situated, the minimum capacity of the said
 
plants and the conditions under which additional plants are to be sub
sequently admitted into the same or other countries;
 

b) 	 the quality standards for the products of the said industries and any other 
requirements that may be deemed convenient for the protection of the
 
consumer;
 

c) the regulations that may be advisable as regards the participation of
 
Central American capital in the enterprises owning the plants;


d) the common Central American tariffs which shall be applied to the products

of Central American integration industries; and
 

e) any other provisions designed to ensure the attainment of the objectives
 
of this Agreement.
 

Article IV
 

The 	products of plants which form part of a Central American integration

industry and which are covered by the present Regime, shall enjoy the benefits
 
of free trade between the territories of the Contracting States.
 

The products of plants which form part of the same industry but which are not 
covered by the Regime, shall enjoy in the Contracting States successive annual
 
reductions of ten percent in the applicable uniform Central American tariff,

from the date specified in the relevant additional protocol. As from the
 
tenth year, such products shall enjoy the full benefits of free trade.
 

Except as provided in the preceding paragraph and in any other provisions of
 
this Agreement or of the additional protocols, all trade in commodities pro
duced by the Central American integration industries shall be governed by the 
provisions of the Central American Multilateral Free Trade and Economic Inte
gration Treaty.
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Article V
 

In conformity with the provisions of article 1V of the Central American Multi
lateral Free.Trade and Economic Integration Treaty, the Central American Trade
 
Commission shall give priority consideration to the equalization of the customs
 
duties and other charges levied upon imports of commodities that are similar to
 
or substitutes for the commodities produced by the Central American integration
 
industries covered by the additional protocols to this Agreement, as well as
 
upon imports of raw materials and of the containers necessary for their pro
duction and distribution.
 

Article VI
 

Since the Contracting States intend to grant to the Ceutral American integration
 
industries ample fiscal incentives, the enterprises owning industrial plants
 
covered by the present Regime shall enjoy, in the territory of the countries
 
where such plants are or may be established, the benefits and exemptions pre
scribed by the national legislation of the country concerned.
 

Article VII
 

Except in cases of emergency, the Governments of the Contracting States shall
 
not grant customs duty exemptions or reductions below the Central American
 
common tariff on any imports from countries outside Central America of goods
 
which are equal or similar to or substitutes for goods manufactured in any of
 
the Central American countries by plants of industrial integration industries,
 
nor shall they apply to such imports preferential exchange rates equivalent to
 
such exemptions or reductions.
 

The Governments and other State bodies shall also give preference in their
 

official imports to the products of the Central American integration industries.
 

Article Viii 

In order to ensure due application of this Agreement and of the additional
 
protocols, the Contracting States agree to establish a Central American Industrial
 
Integration Commission, to which each of the Contracting States shall appoint a
 
special representive; the Commission shall meet as frequently as its work may
 
require or at the request of any of the Contracting States.
 

The Commission or any of its members may travel freely in the Contracting 
States in order to study matters within the Comission's competence in the 
field, and the authorities of the Contracting States shall provide them with 
whatever Lnformtionfatd facilities may be necessary for the proper discharge
 
of their functions.
 

,.The Commission shall have a permanent secretariat which shall be under -the
 
responsibility of the General Secretariat of the Organization of Central
 
American States.
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The Commission shall adopt Its rules of procedure unanimously and shall prescribe the regulations relating to the conduct of matters within its competence,
in particular the regulations relating to the conditions and form in which, in
each specific case, the views of private enterprise shall be heard
 

Article IX
 

Individuals or bodies corporate desiring the incorporation of a given plant
into the present Regime shall present an application to that effect to the
Secretariat of the Central American Industrial Integration Commission and
 
accompany it with the required information. 

When the Secretariat has sufficient information available, it shall advise theCommission of the application. If the Commission finds that the project meetsthe aims of this Agreement, the application shall be referred for an opinion
to the Central American Research Institute for 'Industryor to any other personor body that the Commission considers competent. Such opinion shall take intoaccount the technological and economic aspects of the project and, in particular,
the market prospects, and the costs incurred shall be borne by the interested
 
parties. 

The Commission shall decide on the project on the basis of the said opinion,and if it finds the project capable of being realized, shall make whatever
recommendations it considers pertinent to the Governments of the Contracting
States on the conclusion of the protocol covering the industry concerned and
 
on the conditions to be stipulated.
 

When the project refers to a plant which forms part of an industry alreadycovered by a protocol, the Commission may, in conformity with the terms of therelevant protocol and of this article, declare that the plant shall be admittedto the benefits of the present Regime and advise to that effect the Government 
of the Contracting States.
 

Article X
 

The Central American Industrial Integration Commission shall submit an annual 
report on its activities to the Contracting States.
 

The Commission shall periodically carry out studies with a view to enablingthe Governments to evaluate the results of the application of the present

Regime. 

The Commission may propose to the Contracting States measures favourable tothe development of the Central Aerican integration industries and toefficient functioning of their plants. 
the 

The Commission may also propose to the
Governments any measures necessary to resolve any problems arising from the
 
application of this Agreement.
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Article XI 

The Contracting States agree to settle amicably, in the spirit of this Agree
ment, any differences which may arise in the interpretation or application of
 
any of its provisions or of the additional protocols. If agreement cannot be
 
reached, they shall submit the matter to arbitration. For the purpose of 
constituting the arbitral tribunal, each Contracting State shall propose to
 
the General Secretariat of the Organization of Central American States the
 
names of three judges from its Supreme Court of Justice. From the complete
 
list of candidates, the Secretary-General of the Organization of Central Ameri
can States and the Government representatives in the Organization shall select,
 
by drawing lots, a tribunal composed of five arbitrators, no two of whom may
 
be nationals of the same State. The award of the arbitral tribunal shall
 
require the concurring votes of not less than three members and shall be
 
binding on all the Contracting States so far as it contains any ruling concerning 
the interpretation or application of the provisions of this Agreement and of the
 
additional protocols. 

Article XII 

This Agreement shall be submitted for ratification in each Contracting State
 
in conformity with their respective constitutional or legi slative procedures.
 

This Agreement shall come into force on the date of deposit of the last 
instrument of ratification. It shall remain in force for twenty years and shall
 
be tacitly renewable for successive periods of ten years. 

Any Contracting State may withdraw from this Agreement provided that notice
 
of withdrawal is given not later than two years before the date on which the
 
initial or any other subsequent period of validity expires.
 

If a Contracting State gives notice of withdrawal after the prescribed time
 
limit but before a new period of validity has commenced, such notification shall
 
be valid, but the Agreement shall remain in force for two further years after
 
the beginning of the new period.
 

In the event of denunciation of this agreement, the same shall remain in 
force as regards its additional protocols until the expiry of -the latter.
 

Should a Contracting State denounce this Agreement, the other Contracting
 
States 6hall deternine whether the Agreement shall cease to have effect between
 
all the Contracting States or whether it shall be maintained between such
 
Contracting States as have not denounced it.
 

The additional protocols to this Agreement shall be approved in conformity with 

the constitutional or legislative procedures of each country.
 

Article III 

The General Secretariat of the Organization of Central American States shall
 
act as depository of this Agreement and shall send a certified copy thereof to 
the Ministry of Foreign Affairs of each of the Contracting States. It shall 
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also notify the Contracting States of the deposit of the relevant instruments of 
ratification as well as of any denunciation which may occur within the pre
scribed time-limit. When the Agreement comes into force it shall also transmit
 
a certified copy thereof to the Secretary-General of the United Nations for

registration in conformity with Article 102 of the United Nations Charter. 

Transitional Article 

In order to promote an equitable distribution of the Central American industrial
 
integration plants, the Contracting States shall not award a second plant to
 
any one country until all of the Central American countries have each been
 
assigned a plant in conformity with the protocols specified in article III.
 

IV WITNESS WHEREOF the respective plenipotentiaries have signed this Agreement.
 

DONE in the city of Tegucigalpa, D. C., capital of the Republic of Honduras,
 
on 10 June 1958. 

For the Government of Guatemala: 

With reservation 
provisions 

regardin
of paragraph 3, 

g article XI of 
sub-paragraph b) 

this Treaty, in accordance with the 
of article 149 of the Constitution 

of the Republic. 

Jose Guirola Leal 

Mii _iter of Economic Affairs 

For The Government of El. Sal'vador: 

Alfonso Rochac 
Minister of Economic Affairs
 

For the Government of Honduras: 

Fernando Villar 
Minister of Economic Affairs and Finance 

For the Government of Nicaragua: 

Enrique Delgado 
Minister of Economic Affairs
 

For the Government of Costa Rica: 

Wilburg Jiimenez Castro 
Vice-Minister of Economic Affairs and Finance
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APPENDIX III
 

CENTRAL AMERICAN CONVENTION ON THE EQUALIZATION
 
OF IMPORT DUTIES AND CHARGES
 

The Governments of the Republics of Guatemala, El Salvador, Honduras, Nicaragua 
and Costa Rica, 

Bearing in mind the commitments contracted under the terms of the Multilateral 
Treaty on Free Trade and Central AmerL can Economic Integration, signed at 
Tegucigalpa on 10 June 1956, and being convinced that, if the Central Ameri
can free-trade area is to be established in its final form within ten years, 
pursuant to the provisions of the said Treaty, their respective customs
 
tariffs must be equalized, 

Have decided to conclude the present Agreement, and for that purpose have
 
appointed as their respective plenipotentiaries:
 

H. E. The President of the Republic of Guatemala: Eduardo Rodriguez Genis,
 
Minister of Economy; 

He 	E. The President of the Republic of El Salvador: Alfonso Rochac, Minister
 
of Economy
 

H. E. The President of the Republic of Honduras: Jorge Bueso Arias, Minister
 
of Economy and Finance;
 

H. 	 E. The President of the Republic of Nicaragua: Enrique Delgado, Minister
 
of Economy;
 

H. E. The President of the Republic of Costa Rica: Alfredo Hernandez Volio,
 
Minister of Economy and Finance;
 

who having exchanged their full powers, found to be in good and due form
 

have agreed as follows: 

Chapter I 

SYSTEM OF EQUALIZATION OF IMPORT DUTIES AND CHARGES 

Article I 

The Contracting States agree to establish a common tariff policr and decide to 
set up a Central American import tariff consistent with the integration and 
economic development requirements of Central America. To this end, they agree 
to equalize import duties and charges within not more than five years frm the 
date oi which the present Agreement enters into force. 

The Signatory States shall maintain the Standard Central Americar Tariff 
Nomenclature as the basis of the customs tariff for imports. 
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-Article II 

For 	the purposes of article I hereof and of article IV of the Multilateral 
Treaty on Free Trade and Central American Economic Integration, the Contracting 
States agree to adopt forthwith the tariffs and tariff den3minations specified

in Schedule A. They likewise agree to establish an interim system of exemptions, 
with a view to progressive equalization, in respect of the items included on
 
Schedule B. The 	two schedules form an integral part of the present Agreement. 

Article III 

The Cbntrs.ebing Paftiebicbesides aining at tariff equalization in conformity
with article IV of the Multilateral Treaty on Free Trade and Central American 
Economic Integration and with a view to expediting the establishment of the 
Central American import tariff, pledge themsalves, with respect to additions to 
Schedules A and B, to observe, by preference, the following order of
 
priorities:
 

a) 	Commodities in respect of which the immediate or progressive liberali
zation of trade is provided for under the terms of bilateral free
trade treaties concluded between the Contracting Parties to the 
Agreement; 

b) Goods manufactured in Central America;
 
c) Imported goods for which goods produced in Centi.t America' may be
 

substituted over the short term.
 
d) Raw materials, intermediate products and containers, priority being 

given to those required for the production and sale of the items
 
included in the foregoing sub-paragraphs; and 

e) 	Other goods,
 

Article IV
 

Once tariff equalization has been achieved in respect of the items comprised

in the groups of products referred to in the foregoing article, the Contracting
States pledge themselves to apply to these same items multilateral free-trade 
treatment within not more than five years, without exceeding the ten-year time 
limit stipulated in article I of the Multilateral Treaty for the establishment
 
of the free-trade area in its final form.
 

Article V 

The 	Parties engage not to im.ose or levy any tgx other than those provided for 
in this Agreement on imports of goods included in Schedules A end B. The 
bases for valuation adopted are the c.i.f. import value in the case of the ad 
valorem part, and, for the specific component, the standard physical units set 
forth in Schedules A and B.
 

If any of the Signatory States is not in a position to abolish consular fees 
immediately in respect of the goods included in Schedules A and B, it sbe'.1 
be 
entitled to. maintain the fees as such, discounting the value they represent fr 
the ad valorem part of the duty and/or charge agreed upon. The term "duty and/ 
or charge agreed upon" shall be understood to mean the duty and/or charge
immediately applicable by all Parties to the goods included in Schedule A;
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that which all Parties pledge themselves to reach by the end of the interim
 
period, in the case of goods 
 included in Schedule B; and the tariffs established 
by any of the Parties with a view to progressive equalization in respect of the 
goods included in Schedule B and to attainment of the stipulated standard duty 
by the end of the interim period. 

In the case of items which are equalized at levels below the consular fee 
-

either immediately (Schedule A) or by the end of the interim period (Schedule B)
 
the Signatory States shall not charge consular fees.
 

Article VI
 

The Contracting States agree to the establishment of fixed equivalences, solely

for equalization purposes, between the currency units in which each country's

tariff duties are expressed and a common currency unit equivalent to the United
 
States dollar. These equivalences, which are those existing at the date of
 
signature of the present Agreement, are established as follows: Guatemala,
 
1 quetzal; El Salvador, a currency unit equivalent to the United States dollar;
 
Honduras, 2 lempiras; Nicaragua, a currency unit equivalent to the United
 
States dollar; and Costa Rica, 5.67 or 6.65 colons, according to the exchange

provisions applicable to the item in question. If a country makes any change

in the equivalence of its currency unit vis-a-vis the United States dollar in
 
respect Of goods included in Schedules A and B, it shall be under the obliga
tion to alter its tariffs immediately in the proportion necessary to maintain
 
equalization.
 

Article VII
 

In order to make the equalization of import duties and charges effectivq the
 
Contracting Parties shall renegotiAte any multilateral or bilateral pacts that 
remain in force with non-signatories of the present Agreement whereby tariffs 
lower than those established herein are consolidated and shall release them
selves from the consolidation commitment assumed within not more than one year
from the date of deposit of the corresponding instrument of ratification of 
this agreement. Likewise, the Contracting Parties undertake to refrain from 
signing new agreements or tariff concessions with other countries which are 
contrary to the spirit and objectives of the present Agreement and, in particular. 
to the provisions of this article. 

Article VIII
 

Wheresoever the duty agreed upon for a specific product is higher than the 
tariff in force in one or more of the Contracting Parties, the countries con
cerned shall apply, in an inter-Central Aterican trade not covered by the free
trade regime, the lower tariff in force, unless the Central American Trade 
Commission decides otherwise.
 

The preferential tariffs which the Parties pledge themselves to establish 
are set forth in Schedule A and in Annex 6 of Schedule B (this annex forms an 
integral part of the schedule in question). 
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"Tariff in force" shall be understood to mean the sum of k tariff duties,
consular fees and other duties, charges and surcharges levied or, imports of the
 
goods listed in Schedules A and B at the time the present Agreement is signed.

Legal rates and charges for services rendered are not included.
 

As this Agreement is specifically Central American in character and consti
tutes one of the bases Zor the customs union of the Contracting Parties, the
 
Signatory States agree to maintain the "Central American exemption clause" with 
respect to third countries, to the extent that the application of the preferential

tariff system established by the present article is concerned.
 

Article IX 

The Schedules appended to this Agreement shall be expanded, by agreement among
the Contracting States, through the signing of successive protocols and in
 
accordance with respective constitutional procedures.
 

Chapter II 

CENTAL AMERICAN. TRADE COMMISSION 

Article X
 

The Signatory States agree to set up a Central American Trade Commission, made 
up of representatives of each of the Contracting Parties, which shall meet
 
as often as its work requires or when any of the Contracting States so requests.
 

The Commission (or any of its members) shall be entitled to travel freely in

the territory of the Contracting Parties in order that matters within its 
purview may be studied on the spot, and the authorities of the Signatory States
 
shall provide such information and facilities as it/they may need for the
 
discharge of its/their functions.
 

The Commission shall have a permanent Secretariat which shall have a perma
nent Secretariat, which shall be responsible to the Secretariat of the Organi
zation of Central American States.
 

The Commission shall adopt its rulesown of procedure unanimously. 

Article XI 

The following shall be the terms of reference of the Central American Trade 
Commission: 

a) To reconend to the Contracting Parties measures conducive to the establish
ment of the Central American customs tariff referred to in this Agreement;

b) To study, at the request of one or more Governments, topics or matters 
relating to the development of tariff equalization and in particular to the
implementation of the present Agreement, and to propose the measures that should 
be adopted in order to solve such problems as may arise; 
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c) To study production and trade activities in the Signatory States and
 
recommend additions to Schedules A and B;
 

d) To act as the agency responsible for co~ordinating tariff equalization,

taking into special consideration the progress made in this field by virtue of 
bilateral treaties signed between Central American countries, with a view to 
submitting early proposals for standard duties and charges and endeavouring to 
promote their adoption by all the Contracting Parties. In this connection, the 
Parties undertake to notify the Commission of bilateral tariff equalization
 
agreements as soon as these are negotiated;
 

e) To study the various aspects of the maintenance of uniformity in the 
application of the Standard Central American Tariff Nomenclature and to recom
mend to the Contracting Parties such amendments as may seem advisable in the 
light of pxperinn.&nd from the standpoint of increased diversification of 
production in Central America; 

f) To take steps calculated to establish and maintain uniformity in customs 
regulations.
 

In the discharge of its functions, the Commission shall utilize the studies
 
carried out by other Central American international bodies. 

Chapter III
 

GENERAL PROVISIONS 

Article XII 

The Contracting Parties agree to renegotiate at the request of any bne of their 
number, and through the Central American Trade Comission, the standard duties 
and charges agreed upon and tAe standardized tariff classification. The 
renegotiation shall affect oinly those goods in respect of which it is applied
 
for.
 

Decisions in this connection shall be adopted by the unanimous vote of the 
States for which the Agreement is in force. In any event, every change shall 
be introduced at uniform levels. 

Article XIII 

The Sigmatory States agree that differences arising in connection with the
 
interpretation or application of any of the provisions of this Agreement shall
 
be settled amicably, in accordance with the spirit of the Agreement, through
 
the Central American Trade Commission. In the event :of failure to reach
 
agreement, controversies shall be decided by arbitration. To form the tribunal 
of arbiters, each of the Contracting Parties shall submit to the Secretariat 
of the Organization of Central American States the names of three magistrates
from its respective Supreme-Court of Justice. From the complete lipt of candi
dates, the Secretary-General of the Organization of C -ntral American States and 
Government representatives to this Organization shall choose by lot five 
arbiters to form the tribunal, each of whom must be of a different nationality.
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The ruling of the tribunal of arbiters shall be awarded on the affirmative -rote
of at least three of the members present, and shall have the effect of ree
judicata for all the Contracting Parties in respect of any point settled in
connection with the interpretation or application of the provisions of the
 
"Agreement.
 

Cha; er IV
 

INTERIM SYSTEM
 

Article XIV 

To facilitate the equalization of import duties and charges in the case of
products with respect to which, for economic, fiscal or other motives, it is
impossible to establish a standard tariff to be applied immediately by all
Parties, the Contracting States establish an interim system of progressive
 
equalization.
 

The Contracting States agree to adopt progressively, for the goods included
in Schedule B, the standard duties given in column 1 of the said Schedule, each
Party conforming to the time limit (column II), to the initial tariffs (column IIi),&nd';to the tariff denomination established therein. 

The first change in the initial tariffs shall be introduced twelve months
after the date on which the present Agreement enters into force, and succeeding
modifications shall be affected for periods of 12 months exactly, until the
 
duty agreed upon is reached.
 

In annexes 1 to 5 of Schedule B, the tariffs applicable by the Contracting
Parties during each year of the interim period 
are set forth. These annexes
form an integral part of Schedule B. 

When progressive equalization is being put into effect, the annual decrease
 or increase in tariffs which must be introduced by each Contracting Party shall
not be less . the quotient resulting from diviSion of the total amount 
 ofthe decrear. -L,increase to be effected by the number of years in the interim
period. -. commitment shall be binding on the Contracting States except inso far as, during the interim period, they may have introduced annual changes

exceeditg those agreed upon.
 

This interim system does not preclude the immediate adoption of the standardduty by a group of countries smaller than the total number of the ContractingParties, or release the remaining country countriesor from the commitment toattain the s9,id standard duty by means of progressive equalization. 

When the interim period ends for each of the goods or articles included inSchedule B, these shall be automatically transferred to Schedule A. 
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Chapter V
 

FINAL PRQVISIONS
 

Article XV
 

This Agreement shall be submitted by each State for ratification in conformity 
with the pertinent constitutional and legal procedure and shall enter into force, 
for the first three countries to deposit the instrument of ratification, on 
the date of deposit of the third such instrument, and, for countries acceding
 
thereafter, on the date of deposit of their respective instruments of ratification. 
Its duration shall be twenty years from the date of its entry into force, and 
it shall be tacitly renewed for successive ten-year periods.
 

The Contracting States agree that the tariff equalization of goods included 
in Schedule B shall be completed by the end of the interim period which shall 
begin upon the entry into force of the Agreement. Consequently, they agree 
to effect progressive tariff equalization within the time limit established at 
the end of the interim period, without changing the year-by-year tariffs
 
estab.ished in the relevant annex of Schedule B, each State taking as a base the 
level which it would have reached if it had deposited its instrument of ratifi
cation upon the entry into force of the Agreement. 

The present Agreement may be denounced by any of the Signatory States at 
least two years before the date of expiry of the initial period or of the 
succeeding periods during which it is in force. Denunciation shall become 
effective for the denouncing State at the date on which the corresponding period 
of validity of the Agreement ends, and the Agreement shall remain in force for 
the other Parties so long as at least two of them continue to uphold it.
 

Article XVI
 

The present Agreement shall be deposited with the Secretariat of the Organiza
tion of Central American States, which shall send certified copies to the 
Chancelleries of each of the Contracting States and shall also notify them of 
the deposit of the pertinent instruments of ratification, as well as of any 
denunciation which may take place within the tize limits established in that 
connection. Upon the entry into force of the Agreement, it shall also transmit 
a certified copy to the Secretariat of the United Nations for registration in 
tonformity with Article 102 of the United Nations Charter. 

Provisional article 

With respect to the implementation of article X of this Agreement the Con
tracting Parties agree that preferential duties shall not be .applicable to the 
items or sub-items of the Standard Central American Tariff Nomenclature which 
are included both in annex A of the Multilateral Treaty and in Schedules A and 
B of the present Agreement. 
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Provisional article 

The Signatory States agree that representatives of the Parties for which the 
Agreement has not entered into force shall be entitled to attend meetings of 
the Central American Trade Commission as observers with the right to speak but 
not to vote. 

In witness whereof, the respective plenipotentiaries sign the present Agree
ment at the city of San Jose, capital of the Republic of Costa Rica, the first 
day of September one thousand nine hundred and fifty-nine. 

For the Government of Guatemala: 
Eduardo Rodriguo, Genis 

Minister of Economy 

For the Government of El Salvador: 
Alfonso Rochac 

Minister of Economy 

For the Government of Honduras: 
Jorgo Bueso Arias 

Minister of Economy and Finance 

For the Government of Nicaragua: 
Enrique Delgado 

Minister of Economy 

For the Government of Costa Rica Alfredo Hernandez Volio 
Minister of Economy and Finance 
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APPENDIX IV
 

PROTOCOL TO THE CENTRAL AMERICAN AGREEMENT ON THE QUALIZATION 
OF IMPORT DUTIES AND CHARGES 

Central American Preferential Tariff
 

The Governments of the Republics of Guatemala, El Salvador, Honduras, Nicaragua, 
and Costa Rica,


Whereas the Contracting States have signed the Central American Agreement on the 
Equalization of Import Duties and Charges, the purpose whereof is to promote
 
free trade in Central America,


Being convinced that the establishment of a Central American preferential tariff 
will be conducive to the expansion of their reciprocal trade and will further
 
the creation of new productive activities,
 

Have decided to conclude the present Protocol, and for that purpose have
 
appointed as their respective plenipotentiaries:
 

H. E. The President of the Republic of Guatemala: Eduardo Rodriguez Genis,
 
Minister of Economy;
 

H. E. The President of the Republic of El Salvador: Alfonso Rochac, Minister
 
of Economy;


H. E. The President of Honduras: Jorge Bues6 Arias, Minister of Economy and 
Finance;
 

H. E. The President of the.Republic of Nicaragua: Enrique Delgado, Minister
 
of Economy;
 

H. E. The President of the Republic of Costa Rica: 
 Alfredo Hernaadez Volio, 
Minister of Economy and Finance; 

Who having exchanged their full powers, found In good and due form, have
 
agreed as follows:
 

Article I. 

The Contracting States agree to grant one another, as from the .te 
aA which

this Protocol enters into force, a preferential tariff op 20 .e.' r ea Qn tmports
of the natural products of their territories and geod.-*nt6otr'd%0i,rPn. The 
reduction shall be applicable to the sum total of import duties and charges
including tariff duties, consular fees and other surcharges and'taxes, 

Article II
 

The Signatory States agree to maintain the "Central American exemption clause" 
with respect to the application of the preferential tariff established in the
 
preceding article.
 

Article TI
 

This Protocol shall be subject to ratification by each State: in ponformity
with its pertinent constitutional and legal regucv iQns; and shalL ,antbtr into
force for the first three countries to deposit the Jwtrwent of rat-?.rca1ion 



on the date of deposit of the third such instrument, and for countries subsequently acceding on the date of deposit of their respective instruments of
ratification. 
Its duration shall be twenty years from the date of its entry
into force, and it shall be tacitly renewed for successive ten-year periods.
 

The present Protocol may be denounced by any of the Signatory States at
least two years before the date of expiry of the initial period or of thesucceeding periods during which it is in force. 
Denunciation shall become
effective for the denouncing State at the date on which the corresponadingperiod of validity of the Agreement ends, and the Agreement shall remain in
force for the other Parties so long as at least two of them continue to uphold

it.
 

Article IV
 

Ratification of this Protocol is independent of the ratification of the CentralAmerican Agreement on the Equalization of Import Duties and Charges signedon the same date by the Contracting Parties, and denunciation of this instru -ment is likewise independent of denunciation of the aforesaid Agreement.
 

Article V 

The Secretariat of the Organization of Central American States shall be the
depositary of the present Protocol, of which it shall send certified copies to
the Chancelleries of each of the Contracting States, notifying them likewise
of the deposit of the pertinent instruments of ratification, as well as of any
denunciation which may take place within time limits established in that connection. Upon the entry into force of the Protocol, it shall also transmit a
certified copy to the United Nations Secretariat for registration purposes, in
conformity with Article 102 of the United Nations Charter.
 

In witness whereof the respective plenipotentiaries sign the present Agreement at the city of San Jose, capital of the Republic of Costa Rica, this firstday of September one thousand nine hundred and fifty-nine. 

For the Goverrmient of Guatemala: 

Eduardo Rodriguez Genis 
Minister of Economy
For the Government of El Salvador: 

Alfonso Rochac 
Minister of EconomyFor the Government of Honduras: 

Jorge Bueso Arias 
Minister of Economy and FinanceFor the Govdrnment of Nicaragua:
 

Enrique Delgado
 
Minister of Economy
For the Government of Costa Rica:
 

Alfredo Hernandez Volio
 
Minister of Economy and Finance 
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APPENDIX V
 

JOINT DECLARATION OF THE PRESIDENTS OF
 
GUATEMAIA, HONDURAS, AND EL SALVADOR ON A TRIPARTITE
 

TREATY OF ECONOMIC ASSOCIATION
 

Miguel Ydigoras Fuentes, President of Guatemala, Ramon Villeda Morales,
 
President of Honduras, and Jose Maria Lemus, President of El Salvador, having
 
met at the common border of the three countries to make a sober review of the
 
economic and social situation of their countries and the measures thus far
 
put into practice to achieve integration of their economies, have agreed as
 
follows:
 

ONE: The principal concern of the three Governments is to promote the
 
economic development of their respective countries in order to improve the
 
standard of living of their peoples.
 

TWO: To attain this goal, the following steps, among others, are 
necessary:
 

(a) To increase sources of employment; 

(b) To make better use of human potentialities and natural resources; 

(c) To promote industrial development and modernize agricultural methods; 

(d) To increase productivity and reduce costs far the benefit of
 
consumers; 

(e) To encourage the investment of national and foreign capital in the
 
region and facilitate access to the various sources of credit; and 

(f) To increase the number of consumers and their purchasing power. 

THREE: For this purpose, it is essential to increase the consumption of 
articles produced in the region, facilitate the exchange of such goods through 
free trade, and accelerate the Program for the Economic Integration of Central 
America.
 

FOUR: The geographic contiguity Of the three countries, the traditional 
existence of bilateral free trade treaties, and a relatively txtdisive trans
portation network between them have given rise to a growing exchange of persons 
and goods. 

FIVE: These circumstances enable the three countries to adopt immediate 
measures of cooperation that will strengthen their existing economic relations 
and promote Central American economic integration. 
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SIX! Attainment of these purposes reqaires a joint effort to expand
free trade, diminish the effect of any imbalance that may develop, and establish 
a groundwork that will make possible the balanced economic development of the
 
three countries.
 

Accordingly, they declare that it is the purpose of their Governments
 
to eitablish in the near future an economic association among the three
 
countries.
 

To that end, they authorize their respective Ministers of Economy to sign
a treaty withih thirty days establishing the machinery for achieving closer
integration of their economies through formulas of definite and genuine Central
 
American int-rdependence.
 

January 9, 1960 

Miguel Ydigoras Fuentes 
 Ramon Villeda Morales Jose Maria Lemus
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APPENflX VI
 

TEATY OF ECONOMIC ASSOCIATION
 
BE LWFE THE REPLtCS OF HONDURAS,
 

GUATUAA, AND EL SALVADOR
 

The Governments of the Republics of Honduras, Guatemala, and El
 
Salvador,
 

For the purpose of stimulating the economic development of their respect
ive countries in order to improve the standard of living of their peoples;
 

Convinced that it is necessary to strengthen and expand existing economic
 
cooperation between the three countries and thus contribute to Central Ameri
can integration;
 

Considering that the Presidents of the three Republics declared that it
 
was imperative to accelerate the integration and development of the economies
 
of the region;
 

For the purpose of establishing in the near future a common market jointly 
to promote production and investment, and of establishing the necessary machinery
 
to promote economic cooperation between them; 

Have decided to enter into this Treaty of Economic Association and to 
that 2nd have appointed the following Plenipotentiaries: 

His Excellency the President of the Republic of Honduras, Jorge Bueso 
Arias, Minister of Economy and Finance; 

His Excellency the President of the Republic of Guatemala, Eduardo 
Rodriguez Genis, Minister of Economy; and 

His Excellency the President of the Republic of El Salvador, Dr. Alfonso 
Rochac, Minister of Economy; 

Who having communicated to each other their full powers, found to be in 
good and due form, have agreed as follows: 

Basic Principles 

Article 1. The Contracting Parties hereby establish dn Economic Associa
tion, which will guatantee the free movement of persons, goods, and capital 
between their territories. 

Article 2. The nationals of each Signatory State shall enjoy the right 
to enter and leave the territory of the other Contracting Parties with no 
restrictonm other than those established for nationals of such Contracting 
Parties.
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Likewise, the nationals of any Contracting Party shall enjoy nationaltreatment in the territory of the others, pursuant to each State's domestic 
laws on civil, trade, tax, and labor matters. 

Article 3. 
When the customs union referred to in Chapter III is established
there shall be free movement of goods between the territories of the Contracting

Parties without distinction as to origin, source, or destination. In thetransition period before the customs union is established, however, only naturalproducts and manufactured articles originating in the territories of the Con
tracting Parties shall enjoy free movement, and trade in them shall conform
 
to the terms and conditions fixed hereinafter.
 

Article 4. The Contracting Parties shall endeavor to maintain free convertibility of their currencies, and in no 
case may exchange restrictions be

established that discriminate against any Contracting Party. 

Article 5. Each Contracting Party shall accord national treatment with
respect to capital investments by natural or juristic persons of the other
Signatory States and the right to organize and manage companies and partici
pate there! .
 

Each Contracting Party shall issue regulations relating to investments

by juristic persons in which nationals of third countries participate.
 

Article 6. 
The Contracting Parties shall see that no legislative or
administrative provision unduly impedes the free movement of persons, goods,

and capital between them.
 

Article 7. 
To create reasonably equitable trade conditions, the Con
tracting Parties shall endeavor to standardize legislative or other measures
 
that affect production activities.
 

Article 8. The Contracting Parties shall adopt a policy of cooperation

and mutual consultation with reference to trade between them and their
 
economic relations with countries outside Central America.
 

Common Market
 

Article 9. 
Natural products originating in the territories of the Contracting Parties and those manufactured therein shall, except only for therestrictions set forth in Annex A of this Treaty, enjoy immediate free trade.
Accordingly, these conodities shall be exempt from all import or export
charges, including consular fees.
 

The exemptions contemplated in this Article shall not include fees for
lighterage, wharfage, warehousing, handling of goods, or any others payable

under law for port, custodial, or transportation services. 

For the purpose of this Article, products shall not be considered to be
manufactured in one of the Contracting Parties, when they are manufactured 
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in a third cuuntry and are only packed, packaged, out, or simply diluted in the 
2xporting country.
 

Article 10. The products listed in Annex A shall be subject to special
 
treatment and arrangements in accordance with the terms fixed therein.
 

Article 11. Goods _rom each Contracting Party shall be subject to any
 
national or municipal levies and taxes on production, sale, distribution,
 
trade, and consumption that have been or may hereafter be established in the
 
importing countr and it is understood that these domestic levies and taxes
 
shall not be different from or higher than those applied to the national goods
 
of the said importing country.
 

When products subject to domestic taxes are not produced in the importing
 
country, the latter shall also levy a duty on the importation of similar
 
products originating in third countries. 

Article 12. Products that constitute government monopolies on the date
 
of this Treaty, pursuant to the domestic provisions of any Contracting Party,
 
shall be subject to the pertinent legal provisions of each country.
 

The creation of new monopolies or any change in the system of existing
 
one shall be preceded by consultation between the parties concerned, for
 
the purpose of subjecting trade in the products in question to special treat
ment.
 

Article 13. Products whose exportation and importation is governed by 
international agreements shall be subject to the provisions of those agreements. 

Article 14. The customs authorities of the Signatory States shall pro
vide every possible facility in order that the trade established between the 
three countries may be conducted as expeditiously as possible. Goods for 
importation or exportation between the Contractfng Parties shall be covered 
by a customs form signed by the exporter, which shall contain a declaration 
of origin and which must be countersigned by the customs officials of the 
exporting and importing countries, as established in Annex B of this Treaty. 

Article 15. When there are doubts concerning the origin of a product, 
the State that considers itself affected shall submit the matter to the
 
Administrative Bovrd established by this Treaty for consideration, and if the 
Board deems it advisable, it shall rule that the form referred to in the pre
ceding Article must be accompanied by a declaration of origin signed by the 
producer of the article being exported or by a certificate issued by the 
Ministry of Economy of the exporting country. 

Article 16. No Signatory State shall grant subsidies on the exportation 
of goods intended for the territory of the other States, nor shall it permit 
goods to be exported to the territory of the other States at less than the 
usual price. 
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When there are charges of unfair trade practices, the State that considers
itself affectCI zhaLL submit the matter to the Administrative Board for con
aideration, and the Board shall rule thereon. 

Customs Union 

Article 17. The Contracting Parties agree to equalize all import duties
within five years of the entry into force of this Treaty. This equalization

shall include all levies, taxes, and charges of any kind.
 

The equalization shall be carried out in accordance with the terms of the
Central American Agreement on the Equalization of Import Duties, but it shallnot be delayed in case the Central American levels have not been established
within the five-year period provided in this Article. 

Article 18. After all import duties have been equalized, the ContractingParties shall determine the bases afor joint Customs Administration, revenuesfrom which shall be equitably distributed among the Signatory States. 

The organization of the Joint Customs Administration and the method ofdistributing its revenues shall be the subject of a special protocol.
 

Development and Assistance Fund
 

Article 19. 
The Contracting Parties agree to set up a Development and
Assistance Fund, which shall have juristic personality under international
law and the purpose of which shall be to contribute through its activities to
the economic integration and development of the associated countries, by
facilitating public and private investment for production purposes.
 

The operation of the Fund shall be governed by its bylaws, and it shallhave legal capacity to enter into and carry out active and passive financial 
tzansr.tions. 

Accordingly, one of its fundtions shall be grant
to 

to loans and guarantiesthe Governments of the Signatory States and to private companies established
in their respective territories for the following purposes:
 

(a) Acceleration of the establishment of a balanced economic structire 
in the signatory countries; 

(b) Construction, extension, and improvement of highways connecting theterritories of the Contracting Parties and the execution of economic develop
ment projects of common interest;
 

(c) Expansion or improvement of companies, especially for the plUTrpose ofdiminishing the adverse effect of any imbalance that may result from the
establishment of the common market; and 
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(d) Financing of new companies that, because of their size or nature, may 

be establQ}hed in connection with the common market.
 

Article 20. The resources of the Fund shall be as follows:
 

(a) The contributions or quotas paid by the Governments of the Contracting
Parties, the understanding being that such contributions shall be in proportion

to the ability of each Signatory State to pay;
 

(b) Credit resources obtained in capital markets; and
 

(c) Any income derived from national, foreign, or international public or
 
private organizations, on any legal basis whatsoever.
 

An additional protocol shall establish the method of payment, time limit,
and amount of the contributions of each Contracting Party. 
The protocol
referred to in this Article shall be incorporated in the bylaws of the Fund,
and it shall be signed within 120 days of the signature of this Treaty.
 

Organs of the Association
 

Article 21. 
The organs of the Economic Association established by this
Treaty shall be as fo.llows: 

(a) The Execu4ive Committee; and
 

(b) The Administrative Board.
 

Article 22. The Executive Committee shall be composed of the Ministers
of Economy of the Contracting Parties. 
It shall meet at least once every three
months or at the request of any one of them, and its principal function shall
be to establish the general policy to be followed in order to facilitate the
economic integration of the signatory countries. 
 Its decisions shall be
implemented by the Administrative Board in accordance with the terms stipulated

to that effect,
 

The Executive Committee shall issue the regulations necessary for facilitating the imp.ementation of this Treaty. 

Article 2-. The Administrative Board shall be responsible for all activities and work whose purpose is tc put into practice the economic union of theContracting Parties and it shall submit an annual report of its work to theExecutive Committee.
 

The Administrative Board shall be composed of one regular member and one
alternate appointed by each Contracting Party. 
It shall meet at least once a
month or at the request of any Signatory State., and it shall adopt its decisions
by a majority vote.
 

The Board shall prepare its rules of procedure and submit them to the
Executive Committee for consideration. 
Its duties shall be those established
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in the said rules. of procedure and those assigned to by the Executiveit Committee. It shall also have the duties and powers of the joint committees 
established by bilateral treaties.
 

Article 24. The Administrative Board 
 shall have a permanent secretariatand shall be empowered to appoint its personnel. Administrative expenses forthe maintenance and operation of the Board and the Secretariat shall be borneby the Development and Assistance TheFund. amount and distribution of theadministrative expenses shall be determined by the Executive Committee. 

Article 25. The Board shall be authorized to appoint committees and
working groups 5a function as advisory bodies.
 

General Provisions 

Article 26. Matters relating to shipping, fishing in territorial waters,interG .tional transit, communications, customs legislation, monetary problems'
and others not expressly provided for in 
 this Treaty shall be resolved bymeans of additional protocols to the Treaty. lese protocols shall be concluded 
on the recomendtion of the Administrative Board,
 

Article 27. The provisions of this Treaty shall 
not affect the provisionsof bilateral or multiLateral treaties on the economic 1nu ',.ation of Central

America that are not contrary to them.
 

However, this Treaty shall be applied in preference to any.,entral American bilateral or multilateral treaty, in so far as it liberalizes the provisions
of such treaties.
 

Afticle 28. No provision of this Treaty may be contrary to or prejudicethe co&T&1on f agreements on Central American ez'onomic integration.
 

Article 29. Any differences 
that may a:iiL concerning the interpretationor application of any clause of this Treaty shall be submitted to the Admini
strative Board for consideration, and it shall mule on the matter.
 

If a Contracting Party is not satisfied with the Boar4es 
 decision, it mayappeal to the Executive Committee. If it does .ot agree with the Committee'sdecision, it may submit the matter to a court of arbitration made up as follows:each Cortracting' Party shall suggest the names of three justices of its SupremeCourt to the Administrative Boerd. 
From the total list of candidates, the
Board shall select by lot three arbitrators to form the court, each of whom must 
e of a different nationality.
 

The judgment of the court of arbitration shall be pronounced by 
an affirmaive vote of two members, and it shall have the force of res judicata for allhe Contracting Parties with respect to any question it resolves concerning theterpretation or application of the clauses of this Treaty.
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Article 30. In accordance with the Central American spirit that has motivated 
the conclusion of this Treaty, the Contracting Parties shall jointly issue an
 
invitation to the other Central American countries to participate in the Associa
tion in accordance with such bases as may be determined by common agreement.
 

Article 31. This Treaty shall be in effect for 20 years and at the expira
tion of that period it may be extended indefinitely unless five years' notice of
 
its denunciation is given. It shall continue to be in force as long as at
 
least two countries adhere to it.
 

This Treaty shall enter into force on thetdate of the exchange of the
 
respective instruments of ratification.
 

It shall enter into force with respect to the other Central American
 
countries as soon as the pertinent instruments of ratification have been deposi
t .din the Foreign Ministry of the Country where the exchange is made. 

In witness whereof, the Plenipotentiaries of Guatemala, El Salvador, and
 
Honduras sign this instrument in three original copies in Guatemala City on
 
February 6, 1960. 
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APPENDIX VII 

GENERAL TREATY ON CENTRAL AMERICAN ECONOIC INTEGRATION 

The Governments of the Republics of Guatemala, El Salvador, Honduras and Nica
ragua,
 

For the purpose of reaffirming their intention to unify the economics of the
 
four countries and jointly to promote the development of Central America
 
in order to improve the living conditions of their peoples,
 

Mindful of the need to expedite the integration of their economics, consolidate
 
the results so far achieved and lay down the principles on which it should
 
be based in the future,
 

Having regard to commitments entered into in the following instruments of eco
nomic integration: 

Multilateral Treaty on Free Trade and Central American Economic Integration;
 
Central American Agreement on the Equalization of Import Duties and Charges
 

and its Protocol on the Central American Preferential Tariff;
 
Bilateral treaties on free trade and economic integration signed between
 

Central American Governments;
 
Treaty on Economic Association signed between Guatemala, El Salvador and 

Honduras,
 

Have agreed to conclude the present Treaty and for that purpose have appointed
 
as their respective plenipotentiaries:
 

H. E. The President of the Republic of Guatemala: Mr. Julio Prado Garcia Salas,
 
Minister for Co-ordinating Central American Integration, and Mr. Alberto
 
Fuentes Mohr, Head of the Economic Integration Bureau,
 

The H. Junta de Gobierno of the Republic of El Salvador: Mr. Gabriel Pilona
 
Araujo, Minister for Economic Affairs, and Mr. Abelardo Torres, Under-

Secretary for Economic Affairs,
 

H. E. The President of the Republic of Honduras: Mr. Jorge Bueso Arias, Minister
 
for Economic and Financial Affairs,
 

H.E. The President of the Republic of Nicaragua: Mr. Juan Jose Lugo Marenco,
 
Minister for Economic Affairs,
 

who, having exchanged their respective full powers, found to be in gdod and due 
form, have agreed as follows: 

Chapter I
 

CENTRAL AMERICAN COMMON MARKET
 

Article I
 

The Contracting States agree to establish among themselves a comon market
 
which shall be brought into full operation within a period of not more than five
 
years from the date on which the present Treaty enters into force. They further
 
agree to create a customs union in respect of their territories.
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Article I 

For the purroses of the previous article the Contracting Parties undertake
 
to bring a Central American free-trade area into full operation within a
 
period of five years and zo adopt a standard Central American tariff as provided

for in the Central American Agreement on the Equalization of Import Duties and
 
Charges.
 

Chapter ii 

TRADE REGIME
 

Article III
 

The Signatory States shall grant each other free-trade treatment in respect

of al. products originating in their respective territories, save only for the
 
limitations contained in the special. regimes referred to in Annex A of the
 
present Treaty.
 

Consequently, the natural products of the Contracting States and the products

manufactured therein shall be exempt from import and export duties, including

consu-lar fees. and all other taxes, dues and charges levied on imports and
 
exports or charged in respect thereof, whether they be of a national, municipal
 
or any other nature.
 

The exemptions provided for in this article shall not include charges or
 
fees for lighterage, wharfage, warehousing or handling of goods, or any other
 
charges which may Legally be incurred for port, storage or transport services;
 
nor shall they include exchange differentials resulting from the existence of
 
two or more rates of exchange or from other exchange arrangements in any of
 
the Contracting States,
 

Goods originating in the territory of any of the Signatory States shall be
 
accorded national treatment in all of them and shall be exempt from all quanti
tative or other restrictions or measures, except for such measures as may be
 
legally applicable in the territories of the Contracting States for reasons of
 
health, security or police control.
 

Article IV
 

The Contracting Parties establish epecial interim regimes in respect of speci
fic products exempting them from the immediate free-trade treatment referred to 
in article III hereof0 These products shall be automatically incorporated into
 
the free-trade regime not later than the end of the fifth year in which the
 
present Treaty is in force, except as specifically provided in Annex A.
 

The products to which special regimes apply listed in Annex. A and tradeare 
in them shall be carried on in conformity with the measures and conditions 
therein specified. These measures and conditions shall not be arLerded except
by multilateral negotiation in the Executive Council. Annex A is an integral 
part of the Treaty.
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The Signatory States agree that te Protocol on the Central American PreferentialTariff, appende1 to the Central Amer-can Agreement on the Equalization of Import
Duties and Charges, shall not apply to trade in the products referred to in the
 
present article for which special regimes are provided.
 

Article V
 

Goods enjoying the advantages stipulated in this Treaty shall be designated

as such on a customs form, signed by the exporter and containing a declaration
of origin. 
This form sball be produced for checking by the customs officers ofthe countries of origin and destination in conformity with Annex B of this Treaty. 

If there is doubt as to the origin of an article and the matter has not been
settled by bilateral negotiation, any of the Parties affected may request the
intervention of the Executive Council to verify the 
origin of the article concenned. 
The Council shall not consider goods as originating in one of the Contracting States if they originate or are manufactured in a third country and
 are only simply assembled, wrapped, packed, 
 cut or diluted in the exporting
 
country.
 

In the cases mentioned in the previous paragraph, importation of the goods

concerned shall not be prohibited provided that guaranty is
a 	 given to theimporting country in respect of payment of the import duties and other chargesto which the goods may be liable. The guaranty shall be either forfeited orrefunded, as the case may be, when the matter is finally settled.
 

The Executive Council shall lay down regulations governing the procedure to
 

be followed in determining the origin of goods.
 

Article VI 

If the goods traded are liable to internal taxes, charges duties of anyor
kind levied on production, sale, distribution or consumption in any of the.signatory countries, the country:.concerned may levy an equivalent amount onsimilar goods imported from the other Contracting State, in which case it must
also levy at least an equivalent amolult for the same respective purposes on
 
similar imports from third countries.
 

The Contracting Parties ggree that the following conditions shall apply to
the establishment of internal taxes consumption:on 

(a) 	 Such taxes imay be established in the amount deemed necessary when there
is domestic production of the article in question, or when the article 
is not produced in any of the Signato.ry States;

(b) 	 When the article is not produced in one Signatory State but is produced
in any of the others, the former State may not establish taxes on con
sumption of the article concerned unless the Executive Counc'il so 
authorizes;

(c) If a Contracting Party has established a domestic tax on consumption, and
production of the article so taxed is subsequently begun in any of the

other Signatory States, but the article is not produced in the State

that 	established the tax, the Executive Council shall, the Stateif 	 con
cerned so requests, deal with the case and decide whether the tax is
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compatible with free trade. The States undertake to abolish these taxes 
on consumption, in accordance with their legal procedures, on receipt of 
notification to this effect from the Executive Council.
 

Article VII 

No Signatory State shall establish or maintain regulations on the distribution 
or retailing of goods originating in another Signatory State when such regula
tions place, or tend to place, the said goods in an unfavourable position in 
relation to similar goods of domestic origin or imported from any other country. 

Article VIII
 

Items which, by virtue of the domestic legislation of the Contracting Parties,

constitute State monopolies on the date of entry into force of the present

Treaty, shall remain subject to the relevant legislation of each country and, if
 
applicable, to the provisions of Annex A of the present Treaty. 

Should new monopolies be created or the regime of existing monopolies be
 
changed, the Parties shall. enter into consultations for the purpose of placing

Central American trade in the items concerned under a special regime.
 

Chapter III
 

EXPORT SUBSIDIES AID UNFAIR TRADE PRACTICES
 

Article IX 

The Governments of the Signatory States shall not grant customs exemptions or
 
reductions in respect of imports from outside Central America of articles
 
adequately produced in the Contracting States.
 

If a Signatory State deems itself affected by the granting of customs import

franchises or by governmental imports not intended for the use of the Government
 
itself or of its agencies, it may submit the matter to the Executive Council for
 
its consideration and ruling.
 

Article X
 

The Central Banks of the Signatory States shall cooperate closely in order to 
prevent any currency speculation that might affect the rates of exchange and 
to maintain the convertibility of the currencies of the respective countries on 
a basis which in normal conditions, shall guarantee the freedom, uniformity and 
stability of exchange.
 

Any Signatory State which establishes quantitative restriotions on inter
national monetary transfers shall adopt whatever measures are necessary to 
ensure that such restrictions do not discriminate against the other States.
 

Should serious balance-of-payments difficulties arise which affect., or are
 
apt to affect, monetary relations in respect of payments between the Signatory
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States, the Executive Council,, acting of its own accord or at the request of
one of the Parties, shall immediately study the problem in cooperation withthe Central Banks for the purpose of recommending to the Signatory States asatisfactory solution compatible with the maintenance of the multilateral free
trade regime.
 

Article XI 

No Signatory State shall grant any direct or indirect subsidy favouring theexport of goods intended for the territory of the other States, or establish
or maintain any system resulting in the sale of such goods for export to anyother Contracting State at a price lower than that established for the sale ofsimilar goods on the domestic market due allowance being made for differencesin the conditions and terms of sale and taxation and for any other factors
 
affecting price comarability.
 

Any measure involving the fLxing of, or discrimination in, prices in aSignatory State which is reflected in the establishment of sales prices forspecific goods in the other Cont:acting States at levels lower than those thatwould result from the normal oppration of the market in the exporting country
shall be deemed to constitute an indirect export subsidy. 

If the importation of goods processed in a Contracting State with raw
materials purchashd 
under conditions of monopsony at artificially low prices
should threaten existing production in another Signatory State, the Party which
considers itself affected shall submit the matter to the consideration of the
Executive Council for a ruling as to whether an unfair business practice is infact involved. The Executive Council shall, within five days of the receipt
of the request, either give its ruling or authorize a temporary suspension of
free trade, while permitting trade to be carried on subject to the award of a
guaranty in the amount of the customs duties. 
This suspension shall be
effective for thirty days, within which period the Executive Council shall
 announce its final decision. If no ruling is forthcoming within the five daysstipulated,. the Party concerned may demand a guaranty pending the Executive 
.Council's final decision.
 

However, tax exemptions of a general nature granted by a Signatory Statewith a view to encouraging production shall not be deemed to constitute export

subsidies. 

Similarly, any exemption from internal 1taxes levied in the exporting State onthe'production, sale or consumption of goods*exported to the territory of
another State shall not be deened to constitute an export subsidy. The differentials resulting from the sale of foreign currency on the free market at a
rate of exchange higher than the official rato shall not normally be deemed to
be aft export subsidy; if one of the Contracting States is in doubt, however,the matter shall be submitted to the Executive Council for its consideration 
and opinion. 
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Article XII 

As a means of precluding a practice which would be inconsistent with the
 
purposes of this Treaty, each Signatory State shall employ all the legal means
 
at its disposal to prevent the export of goods from its territory to the terri
tories of the other States at a price lower than their normal value, if such
 
export would prejudice or be liable to prejudice the production of the other
 
States or retard the establishment of a national or Central American industry.
 

Goods shall be deemed to be exported at a price lower than their normal
 
value if their export price is less than:
 

(a) the comparable price in normal trade conditions, of similar goods
 
destined for domestic consumption in the exporting country; or
 

(b) the highest comparable price of similar goods for export to a third
 
country in normal trade conditions; or
 

(c) the cost of production of the goods in the country of origin, plus a
 
reasonable amount for sales expenses and profit.
 

Due allowance shall be made in every case for existing differences in con
ditions and terms of sale and taxation and for any other factors affecting
 
price comparability.
 

Article XIII
 

If a Contracting Party deems that unfair trade practices not covered in
 
article XI exist, it cannot impede trade by a unilateral decision but must
 
bring the matter before the Executive Council so that the latter can decide
 
whether in fact such practices are being resorted to. The Council shall
 
announce its decision within not more than 60 days from the date on which it
 
received the relevant communication.
 

If any Party deems that there is evidence of unfair trade, it shall request

the Executive Council to authorize it to demand a guaranty in the amount of the
 
import duties.
 

Should the Executive Council fail to give a ruling within eight days, the
 
Party concerned may demand such guaranty pending the Executive Council's
 
final decision.
 

Article XIV
 

Once the Executive Council has given its ruling on unfair trade practices,
 
it shall inform the Contracting Parties whether, in conformity with this Treaty
 
protective measures against such practices should be taken.
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Chapter IV
 

TRANSIT AND TRANSPORT
 

Article XV
 

Each of the Contracting States shall ensure full freedom of transit throughits territory for goods proceeding to or from the other Signatory States as
well as for the vehicles transporting these goods.
 

Such transit shall not be subject to any deduction, discrimination orquantitative restriction. 
In the event of traffic congestion or other instances
of force majeure, each Signatory State shall treat the mobilization of consignments intended for its own population and those in transit to the other
 
States on an equitable basis.
 

Transit operations shall be carried out by the routes prescribed by law
for that purpose and shall be subject to the customs 
and transit laws andregulations applicable in the territory of transit.
 

Goods in transit shall be exempt from all duties, taxes and other chargesof a fiscal, municipal or any other character levied on transit, irrespective
of their destination, but may be liable to the charges usually applied forservices rendered which shall in no case exceed the cost thereof and thus
constitute de facto import duties or taxes.
 

Chapter V 

CONSTRUCTION ENTERPRISES
 

Article XVI
 

The Contracting States shall grant national treatment to enterprises of
other Signatory States engaged in the construction of roads, bridges, dams,irrigation systems, electrification, housing and other works intended to
further the development of the Central American economic infrastructure.
 

Chapter VI
 

INDUSTRIAL INTEGRATION
 

Article XVII
 

The Contracting Parties hereby adopt all the provisions of the Agreement onthe Regime for Central American integration industries, and in order to ensureimplementation among themselves as soon as possible, undertake to sign, within
a period of not more than six months from the date of entry into force of the
present Treaty, additional protocols specifying the industrial plants initially
to be covered by the Agreement, the free-trade regime applicable to their
products and the other conditions provided for ii,article III of the Agreement.
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Chapter VII 

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION 

Article XVIII
 

The Signatory States agree to establish the Central American Bank for
Economic Integration which shall be a juridical person. The Bank shall actas an instrument for the financing and promotion of a regionally balanced,
integrated economic growth. To that end they shall sign the agreement constituting the Bank, which shall remain open for the signature or accession of
any other Central American State which may wish to become a member of the

Bank.
 

It is, however, established that members of the Bank may not obtain
guaranties or loans from the Bank unless they have previously deposited their
instruments of ratification of the following international agreements: 

The present Treaty:
 

Multilateral Treaty on Free Trade and Central American Economic Integration, signed on 10 June 1958;

Agreement on the Regime 
 for Central American Integration Industries,

signed on 10 June 1958; and
Central American Agreement on the Equalization of Import Duties andCharges signed on 1 September 1959, and its Protocol signed on the same day

as the present Treaty.
 

Chapter VIII
 

TAX INCENTIVES TO INDUSTRIAL DEVELOPMENT 

Article XIX
 

The Contracting States, with a view to establishing uniform tax incentivesto industrial development, agree to ensure as soon as possible a reasonableequalization of the relevant laws and regulations in force. To that end theyshall, within a period of six months from the date of entry into force of thepresent Treaty, sign a special protocol specifying the amount and type of
exemptions, the time limitt thereof, the conditions under which they shallbe granted, the systems of industrial classification and the principles and
procedures governing their application. The Executive Council shall be
responsible for coordinating the application of the tax incentives to industrial
 
development.
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Chapter IX
 

ORGANS
 

Article XX
 

The Central American Economic Council, composed of the Ministers of
Economic Affairs of the several Contracting Parties, is hereby established
for the purpose of integrating the Central American economies and coordinating

the economic policy of the Contracting States.
 

The Central American Economic Council shall meet as often as required orat the request of any of the Contracting Parties. It shall examine the work
of the Executive Council and adopt such resolutions as may deemit appropriate.
The Central American Economic Council shall be the organ responsible for
facilitating implementation of the resolutions on economic integration adopted
by the Central American Economic Co-operation Committee. It may seek theadvice of Central American and international technical organs. 

Article XXI 

For the purpose of applying and administering the present Treaty and of
undertaking all the negotiations and work designed to give practical effect
to the Central American economic union, an Executive Council, consisting of
one titular official and one alternate appointed by each Contracting Party,

is hereby established.
 

The Executive Council shall meet as often as required, at the request ofone of the Contracting Parties or when convened by the Permanent Secretariat,
and its resolutions shall be adopted by majority vote. 
In the event of
disagreement, recourse will be had to the Central American Economic Council

in order that the latter may give a final ruling.
 

Before ruling on a matter, the Economic Council shall determine unanimously whether the matter is to be decided by a concurrent vote of all its 
members or by a simple majority.
 

Article XXII 

The Executive Council shall take such measures as it may deem necessaryto ensure fulfilment of the commitments entered into under this Treaty andto settle problems arising from the implementation of its provisions. 
It may
likewise propose to the Governments the signing of such additional multilateral
agreements as may be required in order to achieve the purpose of Central
American economic integration, including a customs union in respect of their
 
territories.
 

The Executive Council shall asaume, on behalf of the Contracting Parties,
the functions assigned to the Central American Trade Commission in the Multilateral Treaty on Free Trade and Central American Economic Integration and the
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Central American Agreement on the Equalization of Import Duties and Charges,
 
as well as those assigned to the Central American Industrial Integration Com
mission in the Agreement on the Regime for Central American Integration
 
Industries, as well as the powers and duties of the joint commissions set up
 
under bilateral treaties in force between the Contracting Parties.
 

Article XXIII
 

A Permanent Secretariat is hereby instituted, as a juridical person, and
 
shall act as such both for the Central American Economic Council and the Execu
tive Council established under this Treaty.
 

The Secretariat shall have its seat and headquarters in Guatemala City.
 
capital of the Republic of Guatemala, and shall be headed by a Secretary-

General appointed for a period of three years by the Central American Economic
 
Council. The Secretariat shall establish such departments and sections as
 
may be necessary for the performance of its functions. Its expenses shall be
 
governed by a general b-dget adopted annually by the Central American Eccnomic
 
Council and each Contracing Party shall contribute annually to its support
 
an amount equivalent to not less than fifty thousand United States dollars
 
(US $50,000), payable in the respective currencies of the Signatory States,
 

Article XXIV
 

The Secretariat shall ensure that this Treaty, the Multilateral Treaty
 
on Free Trade and Central American Economic Integration, the Agreement on the
 
Regime for Central American Integration Industries, the Central American
 
Agreement on the Equalization of Import Duties and Charges, bilateral or multi
lateral treaties on free trade and economic integration ii force between any of
 
the Contracting Parties, and all other agreements relating to Central American
 
economic integration already signed or that may be signed hereafter, the inter
pretation of which has not been specifically entrTisted to another organ, are
 
properly executed among the Contracting Parties.
 

The Secretariat shall ensure implementation of the resolutions adopted
 
by the Central American Economic Council and the Executive Council established
 
under this Treaty and shall also perform such functions as are assigned to it
 
by the Executive Council. Its regulations shall be approved by the Economic
 
Council.
 

The Secretariat shall also undertake such work and studies as may be
 
assigned to it by the Executive Council and the Central American Economic
 
Council. In performing these duties, it shall avail itself of the studies and
 
work carried out by other Central American and internationai organs and shall:
 
where appropriate, enlist their cooperation.
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Chapter X
 

GENERAL PROVISIONS
 

Article XXV
 

The Signatory States agree not to sign unilaterally with non-Central Ameri
can countries any new treaties that may affect the principles of Central Ameri
can economic integration. They further agree to maintain the "Central American
exception clause" in any trade agreements they may conclude the basis ofon 
most-favoured-nation treatment with any other than thecountries Contracting 
States.
 

Article XXVI 

The Signatory States agree to settle amicably, in the spirit of this
 
Treaty, and through the Executive Council or the Central American Economic
 
Council, as the case may be, any differences which may arise regarding the
 
interpretation or application of any of its provisions. 
If agreement cannot
 
be reached, they shall submit the matter to arbitration. For the purpose of
 
constituting the arbitration tribunal, each Contracting Party shall propose to
 
the General Secretariat of the Organization of Central American States, the
 
name of three magistrates from its Supreme Court of Justice. 
From the complete

list of candidates, the Secretary-General of the Organization of Central
 
American States and the Government representatives in the Organization shall
 
select, by drawing lots, 
one arbitrator for each Contracting Party, no two of

whom may be nationals of the same State. The award of the arbitration tribu
nal shall require the concurring votes of not less than three members, and
 
shall have the effect of res judicata for all the Contracting Parties so far
 
as it contains any ruling concerning the interpretation or application of the
 
provisions of this Treaty.
 

Article XXVII
 

The present Treaby shall, with respect to the Contracting Parties, take
precedence over the 1 altilateral Treaty on Free Trade and Central American 
Economic Integration and any other bilateral or multilateral free-trade instru
ments signed between the Contracting Parties; it shall not, however, affect the 
validity of those agreements. 

The provisions of the trade and economic integration agreements referred
 
to in the previous paragraph shall be applied between the respective Contracting

Parties in so far as they are not covered in the present Treaty.
 

Pending ratification of the present Treaty by any of the Contracting

Parties, or in the event of its denunciation by any of them, the trade rela
tions of the Party concerned with the other Signatory States shall be governed
by the commitments entered into previously under the existing instruments
 
referred to in the preamble of the present Treaty.
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Article XVII 

The Contracting Parties agree to hold consultations in the Executive 
Council pr.ior to signing any new treaties among themselves which may affect 
free trade.
 

The Executive Council shall examine each case and determine the effects 
that the conclusion of such agreements might produce on the free-trade regime 
established in the present 1reaty* On the basis of the Executive Council's 
examination) the Party which considers itself affected by the conclusion of 
these new treaties may adopt whatever measures the Council my recommend in 
order to protect its interests.
 

Article X=X
 

FOr the purpose of customs regulations relating to free tradey the transit 
of goods and the application of the entral American Standard lItcrpurt TAriff, 
the Contracting Parties shall, within a period of one year from the date of, 
entry into force of the present Treaty, sign special protocols providing for 
the adoption of a entral American Standard Customs Code and the necesuary 
tzvxj~port regulatio.s. 

Chapter X1
 

FINAL PROVISIONS 

Article XOQ
 

Mhis Treaty shall be submitted for ratifiation in each State in cao
fomilty with its respective constitutional or legis.tive procedurea° 

The instruments of 3ntifiratom shall be deposited with the General 
Secretariat of the OrgWaizazion of Gntral Anerican States. 

Te Treaty shall enter into force, in the case of the first three States 
to ratify it, eight days following the date of deposit of the third instamnent 
of ratification and, in the case of the States which ratify it subsequently, 
on the date of deposit of the relevant instrument. 

Article )=OI
 

This Treaty shall remain effective for a period of tw~mty years from 
the date of its entry into force and shall be renewable intefinitely. 

Upon expiry of the twenty-year period mentioned in the previous paragraph 
the Treaty may be denounced by any of the Contracting Parties, Denunciation 
shall take effect, for the denouncing State, five years after notification, 
and the Treaty shall remain in force among the other Contracting States so 
long as at least two of them remain parties thereto. 
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Article XXXII 

The General Secretariat of the Organization of Central American States
shall act as depository of this Treaty and shall send a certified copy thereof 
to the Ministry of Foreign Affairs of each of the Contracting States and shall
also notify them immediately of the deposit of each instrument of ratification 
as well as of any denunciation which may be made. When the Treaty enters intoforce, it shall also transmit a certified copy thereof to the Secretary-General
of the United Nations for the purposes of registration as set forth in Article
 
102 of the United Nations Charter.
 

Article XXXIII 

The present Treaty shall remain open for the accession of any Central 
American State not originally a party thereto.
 

Provisional article 

As soon as the Government of the Republic of Costa Rica formally accedesto the provisions of the Treaty, the organs hereby established shall form part

of the Organization of Central American States (OCAS) by an incorporation

agreement; and the OCAS shall be reorganized in such a 
way that the organs
established by this Treaty retain all their structural and functional attri
butes.
 

In witness whereof the respective plenipotentiaries have signed the present

Treaty in the City of Managua, capital of the Republic of Nicaragua, this
thirteenth day of the month of December nineteen hundred and sixty. 

For the Government of Guatemala: 
Julio Prado Garcia Salas 

Minister for Co-ordinating Central 
American Integration 

Alberto Fuentes Mohr 
Head of the Economic
 

Integration Bureau 

For the Government of El Salvador: Gabriel Pilona Araujo 
Minister of Economic Affairs
 

Abelardo Torres 
Under-Secretary for Economic Affairs

For the Government of Honduras: 
Jorge Bueso Arias 

Minister of Economic and
 
Financial Affairs


For the Government of Nicaragua:
 

Juan Jose Lugo Marenco
 
Minister of Economic Affairs 
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APPENDIX VIII
 

PROTOCOL TO THE CENTRAL AMERICAN AGREEMENT
 
ON THE EQUALIZATION OF IMPORT DUTIES AND CHARGES
 

:0
 

The Governments of the Republics of Guatemala, El Salvador, Honduras and
 
Nicaragua,
 

By 	virtue of the commitments contracted under article I of the Central American 
Agreement on the Equalization of Import Duties and Charges, signed at San 
Jose, Costa Rica, on 1 September 1959, and under articles II and IV of the 
General Treaty on Central American Economic Integration, signed at Managua, 
Nicaragua, on this same date, 

Convinced that the liberalization of trade and the equalization of customs
 
tariffs should proceed simultaneously, in order that conditions favourable
 
to 	the expansion and diversification of production in Central America may
be created as promptly as possible and that artificial differences in pro
duction costs as among the Signatory States may be eliminated.
 

Have decided to sign the present Protocol, and for that purpose have appointed
 
as their respective plenipotentiaries:
 

H. E. The President of the Republic of Ghatemala: Julio Prado Garcia Salas,
 
Minister for Co-ordinating Central American Integration, and Alberto
 
Fuentes Mohr, Head of the Economic Integration Bureau;


The H. Junta de Gobierno of the Republic'of El Salvador: Gabriel Pilona Araujo,
Minister of Economic Affairs, and Abelardo Torres, Under-Secretary for 
Economic Affairs; 

H, E. The President of the Republic of Honduras: Jorge Bueso Arias, Minister
 
of Economic and Financial Affairs;
 

H. E. The President of the Republic of Nicaragua: Juan Jose Lugo Marenco,
 
Minister of Econoimic Affairs;
 

who, having exchange their full powers found to be in good and due form, have
 
agreed as follows:
 

Article I
 

The Contracting States agree, in accordance with article IX of the Central
 
American Agreement on the Equalization of Import Duties and Charges, to amplify

Schedules A and B of the said Agreement by means of the present Protocol.
 

Article II
 

The Contracting Parties agree to adopt forthwith the tariffs and tariff 
descriptions specified in Schedule A of the present Protocol.
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Article III
 

In compliance with the interim regime of progressive tariff equalization,
established by vii tue of article XIV of the Central American Agreement on the 
Equalization of Import Duties and Charges, the Contracting Parties agree to
adopt, for the goods included in Schedule B of the present Protocol, the
 
standard duties specified in column I of the said Schedule, each Party con
forming to the time limit (column II), to the initial tariffs (column III)

and to the tariff descriptions established therein.
 

In annexes 1 to 4 of Schedule B, the tariffs applicable by the Contracting
Parties during each year of the interim period are set forth. 
These annexes
 
form an integral part of Schedule B. 

Article IV 

Among such Contracting Parties as shall have agreed upon the liberaliza
tion of their reciprocal trade as a general interim regime, besides granting 
one another specific preferential treatment in exceptional cases, the pro
visions in the first and second paragraphs of article VIII off the Central
 
American Agreement on the Equalization of Import Duties and Charges relating
 
to preferential tariffs shall be null and void. 

Article V 

This Protocol shall be submitted to each State for ratification in con
formity with its pertinent constitutional or legal procedures.
 

The instruments of ratification shall be deposited with the General 
Secretariat of the Organization of Central Ameiican States. 
The Protocol
 
shall enter into force, for the first three countries to deposit the instru
ment of ratification, eight days after the date of deposit of the third such

instrument and, for countries acceding thereafter, on the date of deposit of
 
their respective instruments of ratification.
 

Article VI 

The General Secretariat of the Organization of Central American States

shall be the depository of the present Protocol 
and shall send certified copies
thereof to the Ministry of Foreigh Affairs of each of the Contracting States,

notifying it likewise of the deposit of each of the pertinent instrument's of 
ratification. Upon the entry into force of the Protocol, it shall also -trans
mit a certified copy thereof to the United Nations Secretariat, for registra
tion purposes, in conformity with Article 102 of the United Nations Charter. 

Article VII 

The duration of the present Protocol shall be contingent upon that of
 
the Central American Agreement on the Equalization of Import Duties and Charges. 
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Article VIII 

The present Protocol shall be open to accession by any Central American 
State which is a Party to the Central American Agreement on the Equalization of 
Import Duties and Charges. 

Provisional article
 

The Contracting Parties3 agree to sign, not later than six months from the 
date of entry into force of the present instrument, such additional protocols 
as may be needed for the equalization of import duties and charges on the goods 
listed in the Central American Agreement on the Equalization of Import Duties 
and Charges, article III,.'paragraphs (a), (b), (c) and (d). 

Provisional article
 

The Contracting Parties agree that the tariffs established by virtue of
 
the present Protocol and in the Central American Agreement on the Equalization
 
of Import Duties and Charges shall not necessarily be applicable to goods
 
imported from the Republic of Costa Rica.
 

Provisional article
 

The Contracting Parties agree that the tariffs and other provisions set
 
forth in the present Protocol and in the Central American Agreement on the
 
Equalization of Import Duties and Charges are obotpplicab&e't9 natural products
 
imported from the territory of Belize to which Guatemala grants special
 
treatment.
 

In witness whereof, the respective plenipotentiaries sign the present 
Protocol in the city of Managua, capital of the Republic of Nicaragua, this 
thirteenth day of the month of December nineteen hundred and sixty. 

For the Government of Guatemala: Julio Prado Garcia Salas 
Minister for Coordinating Central American 

Integration 

Alberto Fuentes Mohr 
Headof the Economic Integration Bureau
 

For the Government of El Salvador: Gabriel Pilona Araujo
 
Minister of Economic Affairs
 

Abelardo Torres 
Under-Secretary for Economic Affairs 

For the Government of Honduras: Jorge Bueso Arias 
Minister of Financial and Economic Affairs 

For the Government of Nicaragua: Juan Jose Lugo Marenco 
Minister of Economic Affairs 

211
 



APPENDIX IX
 
CONVENTION ESTABLISHING THE CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION 

The Governments of the Republics of Guatemala, ElNicaragua agree Salvador, Honduras andto create,
American Bank 

by virtue of the present Agreement, the Centralfor Economic Integration, in accordance with the following provisions:
 

Chapter I
 

NATURE, PURPOSE AND HEADQUARTERS
 

Article I 
The Central American Bank of Economic Integration is an internationaljuridical person and shall perform its functions in conformity with the presentAgreement and with its Regulations. 

Article II
 
The purpose of the Bank shall be to promote the economit integration and
balanced economic development of the member countries. 
In pursuance of this
objective, its activities shall be primarily designed to meet the needs of the
following investment sectors:

(a) Infrastructural projects to complete existing regional systems or
counterbalance disparities in basic sectors which hinder the balanced economic
development of Central America. 
Consequently, the Bank shall not finance
infrastructural projects of purely local or national scope which will not contribute to the completion of the said systems or to the counterbalancing of
significant disequilibria as between the member countries;
(b) Projects for long-term investment in industries of a regional
character or of importance for the Central American market, which will help to
increase the supply of goods available for intra-Central American trade, or
for such trade and the export sector. 
The Bank's activities shall not include
investment in essentially local industries;
(c) Co-ordinated agricultural projects aiming at the improvement or
expansion of farms or the replacement of less economic by more economic farms
and conducive to Central American regional self-sufficiency;
(d) Projects for the financing of enterprises that need to expand
their operations, modernize their processes or change the structure of their
production in order to imporve their efficiency and their competitive capacity
within the common market with a view to facilitating free trade among the
Central American countries;


(e) Projects for financing services vital to the operation of the common
market;

(f) 
Other productive projects calculated to create economic complementarity among the member countries and to expand intra-Central American trade.
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Article III
 

The Bank shall have its headquarters and head office in the city of
 
Tegucigalpa, in the iRepublic of Honduras, and shall be empowered to establishk.
 
branch offices, agencies and correspondents.
 

Chapter II
 

CAPITAL, RESERVES AND RESOURCES
 

Article IV
 

The Bank's initial authorized capital shall be a sum equivalent to sixteen
 
million United States dollars, to which each of the States members shall sub
scribe four million dollars, payable in its respective national currency.
 

One half of the capital subscribed by each member UaTe shall be paid as
 
follows: the equivalent of one million dollars within sixty days from the date
 
of entry into force of the present Agreement, and the equivalent of one million
 
dollars within fourteen months of the said date.
 

The rest of the capital subscribed shall be payable as and when called in
 
by decision of the Board of Governors, with the concurring vote of at least
 
one Governor from each member state.
 

The Bank shall be empowered to augment its capital U all the members of
 
the Board of Governors adopt a unanimous decision to tha, uffect.
 

Ar-i:le V
 

The shares of the members States in the capital of the Bank shall be
 
represented by stock certificates issued in favour of the States concerned.
 
These certificates shall confer upon their holders equal rights and obligations,
 
shall not yield interest or dividends and shall not be taxable or transferable.
 

Such net profits as may accrue to the Bank in the course of its operations
 
shall be deposited in a':capital reserve fund.
 

The responsibility of the members of the Bank, as such, shall be confined
 
to the amount of their capital subscription.
 

The capital. contributed in national currency by each of the member States
 
shall enjoy a guarantee of free convertibility at the official exchange rate
 
most favourable to the Bank.
 

Each of the member States engages to maintain the value in United States
 
dollars of the capital contribution which it has disbursed to the Bank. Should
 
a change take place in the external official exchange rate for any of the
 
national currencies concerned, the Bank's resources in that currency shall be
 
adjusted in the exact proportion required to maintain their value in United
 
States dollars.
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Article VI 

In addition to its own capital and reserves, the resources of the Bank
 
shall include the product of loans and credits obtained in capital markets
 
and any other resources received in any legla form.
 

Chapter III 

OPERATIONS
 

Article VII
 

The capital, capital reserves and other resources of the Bank shall be
 
used solely for the fulfillment of the purpose set forth in article 2 of the
 
present Agreement. To this end, the Bank shall be 
 empowered: 

(a) To study and promote the investment opportunities created by the 
economic integration of the members States, duly progra=Ling its activities and
 
establishing the necessary financing priorities;
 

(b) To make or participate in long-, and medium-term loans;

(c) To issue bonds of its own, which ray or may not be guaranteed by 

means of sureties, pledges or mortgages;
 
(d) To participate in the issuance and placing of credit documents of
 

all kinds, related to the fulfilment of its purpose;
 
(e) To obtain loans, credits and guarantees from Central American, inter

national and foreign financial institutions;
 
(f) To act as intermediary in the concerting of loans and credits for 

the Governments, public institutions and established enterprises of the member
 
States, to which end it shall institute such arrangements for cooperation with
 
other Central American, international and foreign institutions as it may deem
 
expedient in that connection, and shall be empowered to take part in the pre
paration of the specific projects concerned;
 

(g) To guarantee the commitments of public institutions or private enter
prises up to such amounts and for such periods as the Board of Governors may
 
determire;
 

(h) To obtain guarantees from ine member States for the purpose of
 
securing loans and credits from other financial institutions;
 

(i) To provide, using its own resources or those it may obtain for the 
purpose, executive, administrative and technical advisory services for the 
benefit of applicants for credit.
 

(j) To conduct all such additional business as may be necessary, under
 
the terms of the present Agreement and its Regulations, for the furtherance of
 
its purpose and operation.
 

Article VIII
 

The Bank shall finance only economically sound and technically feasible
 
projects and shall refrain from making loans or assuming any responsibility
 
whatsoever for the payment or refinancing of earlier commitments.
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Chapter 1V
 

ORGANIZATION AND ADMINISTRATION 

Article IX
 

The Bank shall have a Board of Governors, a Board of Directors, a president
 
and such other officials and employees as may be deemed necessary.
 

Article X
 

All the powers of the Bank shall be vested in the Board of Governors.
 
Each member country shall provide two Governors, who shall be absolutely inde
pendent in the exercise-of their functions and shall have separate votes; one
 
of them shall be the Minister of Economic Affairs or his equivalent, and the
 
other shall be the president or manager of each country's Central Bank, or his 
equivalent. From among the Governors the Board shall elect a President, who
 
shall remain in office until the next regular meeting of the Board.
 

Article X1
 

The Board of Governors shall be at liberto to delegate all its powers to
 
the Board of Directors, except those relating to the following procedures:
 

(a) Jalling-in of capital contributions;
 
(b) Augmentation of the authorized capital;
 
(c) Determination of capital reserves on the basis of proposals made by 

the Board of Directors; 
(d) Election of the President and determination of his emoluments
 
(e) DeterminAtion of the emoluments of the Directors;
 
(f) Examination of the interpretations placed upon the present Agreement 

by the Board of Directors and ruling thereon in. case of appeal;
 
(g) Authorization of the conclusion of general agreements relating to
 

cooperation with other agencies;
 
(h) Appointment of outside auditors to check financial statements; 
(i) Adoption and publication, following auditor's report, of the over-all
 

balance-sheet and the statement of profits and losses;
 
(j) Adoption of decisions, in the event of the Bank's terminating its
 

operations, with respect to the distribution of its net assets.
 

Article XII
 

The Board of Governors shall retain full control over all the powers which,
 
in accordance with article 11, it may delegate to the Board of Directors.
 

Article XIII
 

The Board of Governors shall convene in regular session once a year.
 
It shall also be at liberto to meet in special session whenever it so determines
 
or whenever it is convened by the Board of Directors. The Board of Directors
 
shall convene the Board of Governors whenever one of the member States so
 
requests.
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Article XIV 

At the meetings of the Board of Governors, one half the total number ofGovernors plus one shall constitute a quorum. In all exceptcases that providedfor in article 4, decisions shall be made by the concurring votes of one half
of the total number of Governors plus one. 

Article XV 

The Board of Directors shall be responsible for the conduct of the operations of the Bank and to this end shall be entitled to exercise all the powers
delegated to it by the Board of Governors. 

Article XVI 

There shall be one Director for each State member of the Bank, electedby the Board of Governors. The Directors shall be appointed afor term of
five years and shall be eligible for re-election for successive periods.
They shall be citizens of the member 
 States and persons of acknowledged capacity and wide experience in economic, financial and banking affairs. 

Article XVII 

The Directors shall remain in office until their successors: are appointedor elected. When a Director's post falls vacant, the Governors 3hall proceed
to appoint a deputy for the remainder of the period.
 

In the event of a Director's absence for legitimate reasons, the Board
of Directors 
 shall be empowered to appoint his temporary substitute. 

Article XVIII 

The Directors shall work full time in the Bank and shall, in addition,
 
discharge such functions as 
the President may assign to them. 

Article XIX
 

The Board of Directors shall be of permanent charactera and shalloperate at the headquarters of the Bank. 

The Board of Directors shall determine the basic organization of the
Bank, including the number of major administrative and professional poststhe general responsibilities attaching, 
and 

shall adopt the budget, and shall laybefore the Board of Governors proposals for the establishment of reserves. 

Article XX
 

The Board of Governors shall elect from among the Directors the Presidentof the Bank, who shall be its legal representative. Similarly, shall appointitthe person who, should the President himself be prevented from so doing, shallexercise his authority and his functions. The President shall take the chair 

216
 



at the meetings of the Board of Directors and shall conduct the ordinary busi
ness of the Bank. His vote shall carry the same weight as that of the other 
members, except in the event of a tie, in which case he shall, have two votes.
 

Article XXI 

There shall be an Executive Vice-President who shall be appointed by the
 
Board of Directors on the proposal of the President of the Bank. 
He shall
 
exercise the authority and discharge the administrative functions determined
 
by the Board of Directors.
 

Article XXII
 

In the discharge of their functions, the President, officials and employees
of the Bank shall be answerable to it alorme and shall acknowledge no other
authority. The member States shall respect the international character of
 
this obligation.
 

Article XXIII 

The primary consideration to be borne in mind by the Bank in appointing

its staff and determining their conditions of service shall be the need to
 
ensure the highest possible degree of efficiency, competence and integrity

Staff shall also be recruited with due regard to equitable geographical 
distributin.
 

Article XXIV
 

The Bank, its officials and its employees - with the exception of the

Governors in their respective countries - shall be debarred from taking active
 
part in political affairs. 

Chapter V
 

INTERPRETATION AND ARBITRATION 

Article XXV
 

Any difference of opinion as to the interpretation of the provisions
of the present Agreement which may arise between any member and the Bank or 
among member States shall be submitted for a ruling to tne Board of Directors. 

The member States especially affected by the difference in question shall
have the right to direct representation before the Board of Directors.
 

Any member State shall be eatitled to demand that the solution proposed
by the Board of Directors in accordance with the first paragraph of this article
shall be submitted to the Board of Governors, whose decision shall be final. 
Pending the Board's decision, the Bank shall be empowered to take such action 
as it may depm necessary on the basis of the decision reached by the Board of
 
Directors.
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Article XXVI
 

Should any disagreement arise between the Bank and State which hasa 
eased member, between the Bank andto be a or one of its members after it 
as been agreed that the operations of the institution shall be terminated,
ontroversy shall be submitted for arbitration to a tribunal composed of 

the 

hree persons. The Bank and the State concerned shall each appoint one of the

rbiters, and shall jointly appoint a third and disinterested party. 
Should
 
greement not be reached with respect to the last mentioned appointment, the

hird member shall be chosen by lot from among the Presidents of the Supreme
ourts of Justice of the member States, with the exception of that of the
 
untry concerned.
 

The third arbiter shall be empowered to decide upon all questions of pro
dure in cases where the parties are not in agreement.
 

Chapter VI
 

IMMUITIFS, EXE PTIONS AND PRIVILEGES 

Article XXVII 

The Bank, in the discharge of its functions and in conformity with its
trposes, shall enjoy in the territory of the member States the immunities, 
emptions and privileges which are set forth in this chapter or which may
 
otherwise granted to it.
 

Article XXVIII 

It shall be possible to institute judicial proceedings against the Bank
 
y before a competent tribunal in the territory of a member State where the


nk shall have established an office, or where it shall have appointed an
 
ent or legal representative empowered to accept the writ or notice of a

dicial complaint, or where it shall have issued or guaranteed securities.
 

Article XXIX
 

The Bank's property and other assets, wheresoever situated and whosoever

the holder thereof, shall enjoy immunity from attachment, sequestration,
 
argo, distraint, auction, adjudication or any other form of seizure or

enation or forfeiture, so long as no definitive judgement has been pro
ced against the Bank.
 

The Property and other assets of the Bank shall be deemed to be inter
ional public property and shall enjoy immunity in respect of investigation,

uisition, confiscation, expropriation or any other form of seizure or
 
feiture by executive or legislative action.
 

The Bank's property and other assets shall be exempt from restrictions,

0ltions, controls and moratoria of every kind, except as otherwise provided


the present Agreement. 
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Article XXX
 

The files and records of the Bank shall be inviolable and shall enjoy
 
absolute immunity.
 

Article XXXI
 

In territories of the member States the Bank's communications shall be
 
entitled to the same franchises as are granted to official communications.
 

Article XXXII
 

The personnel of the Bank, whatever their category, shall enjoy, the
 
following privileges and immunities:
 

(a) Immunity in respect of judicial, administrative and legislative pro
ceedings relating to acts performed by them in their official capacity, unless
 
the Bank waives such immunity; 

(b) In the case of non-nationals of the member State concerned, the same
 
immunities and privileges in respect of immigration restrictions, registration
 
of aliens and military service requirements, and other facilities relating to
 
exchange and travel regulations, which the State grants to other member States
 
in respect of personnel of comparable rank.
 

Article XXXIII 

(a) The Bank, its income, property and other assets, as well as any
 
operations and transactions which it may effect in accordance with the present
 
Agreement, shall be exempt from taxes of every kind and Loom customs duties
 
and other charges of a similar nature. The Bank shall likewise be exempt 
from all responsibility in connection with the payment, withholding or col;
lection of any tax, import or duty; 

(b) The bonds or securities issued or guaranteed by the Bank, including
 
dividends or interest thereon, whosoever be their holder, shall not be
 
subject to duties or taxes of any kind;
 

(c) The salaries and emoluments paid by the Bank to its personnel of
 
whatsoever category shall be exempt from taxation.
 

Chapter VII
 

REQUIREMENTS FOR OBTAINING GUARANTEES OR LOANS 

Article XXXIV 

It is hereby established that the members of the Bank shall not be 
entitled to obtain guarantees or loans from the said institution unless they 
have previously deposited the instruments of ratification of the following 
international agreements: 
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General Treaty on Central American Economic Integration signed on the 
same date as the present Agreement; 

Multilateral Treaty of Free Trade and Central American Economic Integration,
signed on 10 June 195b; 

Ageement on the Regime for Central American Integration Industries, signed 
on 10 Jtue 1955; 

Central American Agreement on the Equalization of Import Duties and
Chargs, signed on 1 September 1959 and the Protocol 
signed on the same date 
as the present Agreement.
 

Chapter VIII
 

ACCESSION OF NEW MEMBERS 

Article XXXV
 

Central American States not signatories at the present Agreement shall
 
be entitled to accede to it at any time. 

Chapter IX
 

DISSOLUTION AND LIQUIDATION
 

Article XXXVI 

The Bank shall be dissolved: 
(a) By unanimous decision of the member States; or
(b) When only one of the Parties continues to uphold the present Agreement.
 

In the event of dissolution, the Board of Governors shall determine the
conditions under which the Bank shall terminate its operations, liquidate its

obligations and distribute among the member States the surplus capital and
 
reserves remaining a'fter the discharge of the obligations in question.
 

Chapter X
 

GENERAL PROVISIONS
 

Article XXXVII
 

The present Agreement shall be of unlimited duration and cannot be
denounced earlier than twenty years from the date of its entry into force.Denunciation shall become effective five years after its presentation. The
Agreement shall remain in force if at les:t two countries continue to uphold 
it.
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Article XXrVCIII
 

The present Agreement shall enter into force as from the date on which
 
the third instrument of ratification is deposited with the General Secretariat
 
of' the Organization of Central American States. For Central American countriea
 
acceding to it subsequently, it shall enter into force from the date of
 
deposit of the pertinent instrument with the said Secretariat.
 

Article XXXIX
 

In the event of a signatory State's separation from the Bank, the State
 
shall continue to be responsible for its obligations to the Bank, whether
 
direct or deriving from loans, credits or guarantees obtained prior to the 
date on which the State ceases to be a member. However, it shall not be
 
responsible in respect of loans, credits or guarantees effected subsequently
 
to its withdrawal. 

The rights and obligations of the acceding State shall be determined
 
in conformity with the Special Liquidation Balance Sheet which shall be
 
drawn up for the purpose on the date on which the country's separation
 
becomes effective.
 

Article XL
 

The Bank shall be empowered to make its facilities available for the
 
organization and operation of a clearing house on behalf of the Central
 
Banks if and when they so request. 

Article XLI
 

The General Secretariat of the Organization of Central American States 
shall be the depository of the present Agreement and shall transmit certi
fied copies thereof to the Ministry of Foreign Affairs of each of the Con
tracting States, which it shall immediately notify of the deposit of each 
of the instruments of ratification, as well as of any denunciation which may 
be presented. On the entry into force of the Agreement, it shall also 
transmit a certified copy thereof to the United Nations Secretariat for
 
registration purposes in conformity with Article 102 of the United Nations
 
Charter.
 

Article XLII
 

The Bank constituted by virtue of the present Agreement is the institu
tion referred to in resolutions 84 and 101 of the Central American Economic 
Cooperation Committee, and, in founding it, Guatemala, El Salvador and Hon
duras are complying with the provisions respecting the establishment of the
 
Development and Assistance Fund laid down in the Economic Association Treaty
 
and the Protocol concluded by them on 8 June 1960. 

Provisional article 

The amounts advanced by the Governments for the initial expenditure 
arising from the establishment of the Bank shall be deemed to constitute
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part of their capital contributions to the Bank. 

Provisional article 

The first meeting of the Board of Governors of the Bank shall be con
vened by the Ministry of Foreign Affairs of the Republic of Honduras at the

earliest opportunity and not later than sixty days from the date of entry

into force of the present Agreement.
 

In witness whereof the respective plenipotentiaries sign the present

Agreement in the city of Managua, capital of the Republic of Nicaragua, this
 
thirteenth day of the month of December, nineteen hundred and sixty.
 

For the Government of the Republic of Guatemala:
 
Julio Prado Garcia Salas 

Minister for Co-ordinating Central 
American Integration 

Alberto Fuentes Mohr 
Head of the Economic
 
Integration Bureau
 

For the Government of the Republic of El Salvador: 

Gabriel Pilona Araujo
 
Minister of Economic Affairs
 

Abelardo Torres 
Under-Secretary for Economic
 

Affairs
 

For the Government of the Republic of Honduras:
 

Jorge Bueso Arias
 
Minister of Economic and Financial
 

Affairs
 

For the Government of the Republic of Nicaragua:
 

Juan Jose Lugo Marenco
 
Minister of Economic Affairs
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APPENDIX X 

THE PANAMA TREATY 

On August 2, 1961, a Treaty of Preferential Interchange and Free 
Trade between the Republics of Panama, Nicaragua, and Costa Rica (Tratado

de Intercambio Preferencial y de Libre Comercio entre las Republicas de Panama,
 
Nicaragua y Costa Rica) was signed at Panama City. 
Its purpose was "to faci
litate the establishment of common markets and the reaching of agreements on
 
reciprocal facilities, with the immediate objective of cooperating in the C-,

development and strengthening of agricultural, industrial and commercial
 
activities in these countries". 

A distinctive feature of the treaty waF. that the lists identifying

those commodities which were to receive preferential tariff treatment were to
 
be developed after its ratification, thereby minimizing the chances of failure
 
in ratification. These lists were to be prepared within one month after
 
ratification of this treaty, at a meeting of Ministers of Economy (the Perma
nent Commission) of the three countries. 
The lists could be modified at will
 
by any contracting party, simply by notifying the Permanent Committee in
 
writing; however, if the items involved with industrial products, 180 days 
prior notification of change was to be required.
 

The contracting countries agreed not to levy discriminatory domestic 
taxes on any of the items identified in the lists of preferences and. would 
permit the free movement of goods in transit. Also, the parties agreed to
 
improve their transportation and communications systems. National treatment
 
of capital was provided, as well as the right, of private entities, to o 
organize and administer productive, mercantile, or financial enterprises in
 
each other's territory. I/
 

The duration of the treaty was to be 10 years from the date of its
 
last ratification. Nevertheless, if only two of the signatories ratified it,
 
the treaty was to remain in force bilaterally for the same time period.
 
Nicaragua ratified this treaty in January 1962. 2/
 

Nicaragua, as a contracting party to the General Treaty of Central
 
American Economic Integration, was obliged under Article XXVIII of that treaty
to consult with the Executive Council prior to negotiating new treaties 
affecting free trade, and to abide by the Council's recommendations in such 
matters. 
There was no evidence to indicate that this had been done. Never 
the less, Nicaragua could grant to Costa Rican products (while Costa Rican
 
was not a)rnbntra~b~ng party to the General Treaty) preferential rates of
 

U.S. Department of Commerce, Foreign Commerce Weekly, September 11, 
1961 p. 11. 

2. Presidential Decree No. 8, published in La Gaceta No. 7 of January 9, 
1962.
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import duty rather than those in the uniform Central Americap tariff againstnon-common market countries. 1/ 
This treaty appeared to be too flexible to
permit much progress toward the establishment of a free-trade area, and therereportedly was little expectation among the signatory states that any substantialincrease in their mutual trade would result therefrom. E/ The set of bilateralcommodity lists which were to be negotiated under this treaty did not appear
to constitute a customs union or a free-trade area as understood in Article )IV
of the General Agreement on Tariffs and Trade. / 

l/ The second provisional article of the 1960 Protocol to the CentralAmerican Convention on the Equalization of Import Duties and Charges providedthat the rates established in the common external tariff "shall not necessarilybe applicable to goods imported from the Republic of Costa Rica". 
 Costa Rica 
had not signed this protocol.

2/ U.S. Foreign Service Despatch No. 57, Nicaragua, August 17, 1961 (Unclas
sified).

3/ Because of this, the Panama agreement was not included in the frontis
piece.
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APPENDIX XI 

TREATY OF PREFERENTIAL INTERCHANGE AND 
FREE TRADE BEITWEEN THE REPUBLICS OF PANAMA, 

NICARAGUA AND COSTA RICA 

The Governments of the Republics of Panama, NicaraguBa and Costa
 
Rica, being duly represented by H. E. Dr. Gilberto Arias, Minister of Finance.,
 
H. E. Dr. Juan Jose Lugo Marenco, Minister of Economic Affairs, and H. E.
 
Dr. Jorge Borbon Castro, Minister of Economic Affairs and.Finance, respective
ly, have agreed to conclude a Treaty concerning preferential exchanges and free
 
trade, as follows: 

Trade Regime
 

Article 1. Taking into account the desirability of facilitating the establish-.
 
ment of common markets and the conclusion of agreements concerning reciprocal
 
customs facilities, and with the immediate objective of cooperating for the
 
development and strengthening of agricultural, industrial and commerial
 
activities in the three countries, the Contracting Parties grant a regime of 
preferential exchanges and free trade in accordance with the terms of the 
present Treaty.
 

Article 2. As a first step towards achieving the objective stated in the 
foregoing article, the natural products originating in the territory of the
 
Contracting Parties and those manufactured in such territory, included in the 
fhrei schedules to be drawn up in accordance with Article 5 of the present
 
Treaty, shall enjoy free trade and preferential treatment between the Con
tracting Parties. Consequently, during the period of validity of the relevant 
schedules, the said products shall not be subjected to any quantitative
 
restrictions other than those agreed upon pursuant to the said schedules, and
 
products which may be freely traded shall be exempt from all import and export
 
duties and charges including consular fees, or shall be granted preferential
 
treatment as agreed upon, where free trade has not been specified with respect
 
to them. 

The exemptions provided for in this article shall not include taxes
 
or charges for lighterage, docking, warehousing and. handling of goods, or any 
other charges which may be l.gitimately levied by port, warehouse and trans
port services,
 

Article 3. Goods originating in any of the Contracting Parties and in respect 
to which free trade rights or a special regime have been agreed upon shall be
 
subject to such fiscel or municipal charges and levies on production, sa:Lcp
 
distribution, trade and consumption as have been or may be established in the 
importing country; it being understood that such domestic charges and levies 
on the goods referred to above shall not be different from nor higher during
 
the validity of the respective sbhedules than those applied to national
 
products of the said importing country. 
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When the goods included in the above-mentioned schedules are not

produced in the importing country and are subject to domestic charges, the
importing country shall moreover impose a duty equal to the domestic charge

on similar products when imported from third countries,
 

Article 4. The customs authorities of the Contracting Parties shall grant

facilities so that trade established between the Parties may be conducted with
the utmost despatch. Imports or exports between the Parties shall be covered
by a customs form signed by the exporter which shall include a declaration of
origin and shall be submitted for the visa of the customs officers of the
 
countries of shipment and of destination,
 

Article 5. The three schedules referred to in Article 2 of the present Treaty
sh2all be drawn up in agreement as referred to above by a Standing Committee

c~mposed of the Minister of Finance of Panama, the Minister of Economic Affairs
of Nicaragua and the Minister of Economic Affairs and Finance of Costa Rica,
or their respective representatives. 
The leader of each delegation shall be

responsible for accrediting each member of the delegation in accordance with
 
the domestic legislation of each Party,
 

The delegates of the countries appointed to draw up each of the
schedules by common agreement shall, draw up three schedules: one between

Panama and Nicaragua, another between Panama and Costa Rica, and the last
between Nicaragua and Costa Rica. 
The products or articles included in each
schedule shall enjoy free trade rights or preferential treatment between the

countries concerned in accordance with Article 2 of the present Treaty.
 

Each Contracting Party shall have the right to request the exclusion from or modification in the preferential regime of one or more articles
included in its respective schedules, should it deem appropriate for its
interests, by merely addressing a written notification to the members of the
Standing Committee. The said notification must be submitted with 180 days'
advance notice in the case of industrial products, but the schedules shall
be renewed automatically one or more times if by the end of November of each
 
year no Contracting Party has proposed their revision. 
In the event of any
revision the Parties shall always endeavour to expand the free trade and

preferential regime while maintaining a balance between the respective Con
tracting Parties.
 

For the inclusion of one or more articles in any of the schedules
drawn up, the requesting country shall address its request to the country in
whose schedule it wishes the inclusion to be made; 
 if the latter country

accepts, the relevant schedule shall be amended by the addition of the

article in question and the two countries concerned shall notify the result
 
to the country in whose schedule no addition has been made.
 

If a country desires an addition to the schedule of the other two
countries, the article concerned shall be considered as having been included
 
if those two countries so agree.
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The validity of the schedules and modifications thereto drawn up in 
accordance with the present Article shall be ratified by a simple exchange of 
notes between the Contracting Parties concerned.
 

Article 6. Tn accordance with the public treaties concluded between the 
Republic of Panama and the United States of America, in the areas of Panamanian
 
territory subject to limited jurisdiction of the United States of America under
 
the said treaties only natural products originating or manufactured in Panama
 
or the United States of America may be entered and sold, except where it is not
 
possible to obtain them from those sources. Accordingly, the participation of
 
the Republic of Panama in the present Treaty is subject to thbea:otid4tion that
 
the said Treaty shall be applicable to all the territory of the Republic of
 
Panama with the exception of the areas thereof which are subject to limited
 
jurisdiction of the United States of America in pursuance of the above-mentioned
 
public treaties.
 

General Provisions
 

Article 7. Any differences which may arise regarding the interpretation or
 
application of any provision of this Treaty shall Le settled amicably between
 
the Contracting Parties. If agreement cannot be reached the Parties concerned
 
undertake to appoint and accept the findings of an Inter-American Commission of
 
Arbitration. Pending such findings the effects of the matter under dispute
 
shall be suspended.
 

Article 8. The present Treaty shall be submitted for constitutional ratifi
cation in the three Contracting States and shall be valid for a period of
 
ten years following the last ratification. It shall, nevertheless, be valid
 
on a bilateral basis for the same period:*if ratified by only two of the three
 
Contracting Parties.
 

Article 9. Instruments of ratification shall be exchanged in the City of 

San Jose, Costa Rica.
 

Transport 

Article 10. The signatory States shall endeavour to improve their communica
tions systems in order to facilitate and develop trafficobetween their
 
territories.
 

They shall likewise negotiate with a view to equalizing transport

charges between their respective countries and the relevant laws and regulations.
 

Ships and aircraft, whether commercial or private, of any of the
 
Contracting States shall be treated in the ports or airports of dher States
 
open to international traffic on the same terms as the ships and aircraft of 
the latter States.
 

Land vehicles registered in one of the signatory States shall enjoy

the same treatment in the territory of the other States as vehicles registered
 
therein.
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Coastal vessels of any of the said States shall receive national
 
treatment in the ports of the other States, and for customs clearance of cargo

a declaration signed by the ship-owner shall suffice. The said declaration 
shall be exempt from the consular visa requirement. 

The provisions of the present Article shall apply, without prejudice

to the formalities of registration and control applied by each country to the 
entry, stay or departure of ships, aircraft or vehicles for reasons of a public
health, security or police character, or connected with public and fiscal
 
interests.
 

International Transit
 

Article 11. Each of the Contracting States shall maintain full freedom of 
transit through its territory for goods proceeding to or from any of the other 
signatory States. 

Such transit shall not be sioject to deductions, discrimination or
 
quantitative restrictions, other than those indicated in Article 2. 
Should
 
there be traffic congestion or any other form of force majeure, each signatory
State shall give equitable attention both to the forwarding of goods intended 
for its own population and to that of goods in transit to the other States. 

Transit operations shall be carried out by the routes prescribed by
law for that purpose and be subject to the customs laws and regulations
 
applicable in the transit territory.
 

Goods in transit shall be exempt from all duties, taxes and other
 
fiscal charges of a municipal or other character, whatever the destination of
 
the goods may be; they may, however, remain subject to payment of the charges

normally applicable for services rendered.
 

Investment
 

Article 12. 
Each of the signatory States, acting within its constitutional
 
provisions, shall accord national treatment to capital investment by nationals
 
of the other States and to the right to organize and administer productive,

merchant or financial undertakings and to participate therein. 

In the event of denunciation of the present Treaty, investments made

before the date on which the said denunciation takes effect shall continue 
to enjoy the advantages mentioned in the present Article.
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Transitional Provision
 

Article 13. Not less than one month following the exchange of ratifications 
referred to in Article 9, the Contracting Parties, represented by their 
Ministers of Economic Affairs or of Finance as the case may be, shall meet 
to draw up the schedules of goods to be made subject to free trade rights or 
preferential treatment. 

Done and signed at Panama City, Republic of Panama, on the second
 
day of August, one thousand nine hundred and sixty one. 
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Status of Major Central American Economic Integration Treaties, as of September 1 
1962
 

Date of Ratifications deposited with ODECA 1/ 
 :Date of Entry
Name of Agreement 
 :_Signature :Costa Rica:El Salvador: Guatemala:Honduras:Nicaragua:into Force
 

Multilateral Treaty of

Central American Free Trade: 
 June 10, : : April 29,: June 2, : Apr.22,: Feb. 17,:
and Economic Integration---: 1958 
 1959 : 1959 : 1966 : 1959 
 : June 2, 1959
 

Convention on the System of: 

Central American Integrated: June 10, : 

: :
 
: April 29,; June 21,: Apr. 5,: Feb. 17,:
Industries-----------------
 1958 
 : 1959 . 1959 : 1961 : 1959 

Central American Convention:
 
on the Equalization of Sept. 1, : 
 : June 30, : Juiy 27,: Aug.16,: Sept.29,: September 29,
Import Duties and Charges--: 1959 
 : : 1960 1960 : 1962 : 1960 
 : 1960
First Protocol to the : : : 
 : : : 
 :
 

Central American Convention: 
 : : : : 0 on the Equalization of Im- : Sept. 1, : \:
: June 30, : July 27,: 
 : Sept.29,: September 29,
port Duties and Charges ---- : 1959 :--------: 1960 : 1960 :-------: 1960 
 : 1960
 

Treaty of Economic Associa-: :
 
tion between the .Republics : :
of Honduras, Guatemala and : Feb. 6, : : April 27, : Apr. 27,:Apr. 27,: 
 : April 27,
El Salvador ---------. : 1Q60 
 :1960
:-------- .1960 
 :1960 : 
 : 1960
 

General Treaty of Economic : Dec. 13, : * : May 5, :Apr. 27,: May 26, :Integration--------------- : 1060 May 8,1961: 1961 : 1962 : 1961 : June 3, 1961 

Second Protocol to the C.A.: 
 : : 
Convention on the Equaliza-: : *, : :
tion of Import Duties and : Dec. 13, : : 
 : May 5, : Aug.16,: May 26,Charges--------------
 - 1960 
 : :May 8, 1961r 1961 : 1962 : 1961 : June 3, 1961
 

(Cont'd)
 



Status of Major Central American Economic Integration Treaties, as of September 1, 1962 
(Cont 'd) 

: Date of Ratifications deposited with ODECA l/ : Date of Entry 
Name of Agreement : Signature :Costa Rica:El Salvador:Guatemala:Honduras:Nicaragua: into Force 

Agreement Establishing the: 
Central American Bank for : Dec. 13, : : May 8, May 5, : May 5, : May 24, : 
Economic Integration------: 1960 1961 : 1961 : 1961 : 1961 : May 8, 1961 

_/ Organization of Central American States, with headquarters at San Salvador, El Salvador.
 

Signed July 23, 1962.
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